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Editorial 


A single consolidated government would 
become the most corrupt government on 
earth. It is not by the consolidation or 
concentration of powers but by their dis- 
tribution that good government is effected. 


—TuHOMAs JEFFERSON. 


HE proposal made by President 

Roosevelt to appoint six additional 

Justices of the United States Su- 
preme Court, in the event that present 
members of the court do not retire on 
reaching the age of seventy years, re- 
flects the desire of the President to have 
the Supreme Court assent to such legis- 
lation as he may consider essential to 
the public welfare. 

But the proposal, in reality, goes quite 
beyond this. It would change the pres- 
ent form of the American Government. 

The Constitution of the United States 
provides for three codrdinate branches 
—the legislative, the executive and the 
judicial—each of which is independent, 
and none of which has supreme power. 

The system thus created is one of 
checks and balances. 

Major power is, in fact, more nearly 
lodged in Congress than in either of 
the two other departments, for Congress 
has control of the purse. 

There are those who question the au- 
thority of the Supreme Court to pass 
upon the constitutionality of acts of 
Congress. But this is a superficial view. 
The Constitution, and the laws passed 
in pursuance thereof, are declared in 
that document to be the supreme law 
of the land. As the court of last resort, 
it is obvious that the Supreme Court 
must decide whether or not acts passed 
by Congress conform to the provisions 
of the Constitution itself, or if such 
acts are “in pursuance thereof.” 

The Constitution is a law. A court’s 
business is to interpret the law and 
apply it to particular cases. 

There will be some who deny that the 

resident’s proposal really amounts to 
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a scheme for changing the American 
form of government. But, with a Con- 
gress subservient to the Executive, such 
would be its actual effect, whatever the 
intention. And intention may be fairly 
presumed from the probable conse- 
quences of an act. 

A compliant court and a subservient 
Congress would mean an actual dic- 
tatorship. 

As said by Washington in his Fare- 
well Address, “The spirit of encroach- 
ment tends to consolidate the powers of 
all departments in one, and thus to 
create, whatever the form of govern- 
ment, a real despotism.” 

If this is the form of government the 
people desire, it is their indisputable 
right to have it, provided that end is 
attained by constitutional means, and 
not by the indirect method of recon- 
stituting the Supreme Court. 

By a constitutional amendment, the 
people can lodge complete authority in 
the hands of the President and Congress, 
so that they may enact any kind of legis- 
lation they choose—which, under exist- 
ing political conditions, would be a 
delegation of all power to the President 
—but such a vital change in our form 
of government should not be made with- 
out a direct appeal to the people on 
that specific issue; in other words, by 
an amendment to the Constitution. 

Although President Roosevelt now 
has greater power than was ever granted 
to any of his predecessors, he does not 
consider his authority sufficient to carry 
out the reforms he considers essential 
to the public welfare. 

One can well understand why those 
who see in legislation the sovereign 
remedy for all human ills should be 
impatient of delay in having their 
remedies applied. But it is extremely 
doubtful if any actual emergency exists 
calling for more legislative experimenta- 
tion. Even granting that at the present 
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time some good might follow if the 
President’s proposal were adopted, its 
harmful application in the future is by 
no means a remote possibility. 

Upon this issue the people have not 
been consulted, as they should be before 
any such far-reaching change is made 
in our form of government. 

It is clearly a case where timely de- 
liberation is called for rather than 
precipitate action. 
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Not to be extravagant is revenue.—Cicero. 


ITH the Federal public debt now in 

excess of $34,600,000,000, a danger 
signal is set along the road at a point 
not far distant. Under present condi- 
tions, this huge total may not be greater 
than can be sustained. But present con- 
ditions may not last. Should this coun- 
try again become involved in a world 
war, or experience another severe de- 
pression, the existing debt would prove 
a serious obstacle to financing the re- 
quirements of either situation. 

In a recent letter of the First National 
Bank of Boston, it was pointed out that 
from 1913 to 1936 the annual cost of 
government of all political subdivisions 
has increased from less than $3,000,- 
000,000 to about $15,000,000,000—a 
gain of more than 400 per cent., while 
the population of the country increased 
by only 32 per cent. 

The Federal debt alone must be more 
than thirty times that of 1913. Much 
of this increase has been unavoidable, 
but no small part of it represents ex- 
travagant outlays, thus disregarding the 
dictum of Tully, that “Not to be ex- 
travagant is revenue.” Though pro- 
nounced nearly two thousand years ago, 
and by one who at the time, perhaps, 
was no longer a youth, it is well worth 
remembering with respect. 

It should not be forgotten that the 
reduction of several billions in the pub- 
lic debt made by Secretary Mellon 
made the Treasury situation much easier 
than during the depression than it other- 
wise would have been. The huge out- 
standing debt now would make the Gov- 
ernment’s position rather difficult should 


another emergency arise through war 
or the coming of another major de- 
pression. 

From the President’s recent budget 
message, the impression is gained that 
the Treasury is looking more to the in- 
crease in revenue than to the reduction 
of expenditures for reducing the annual 
deficit. To the President, Secretary 
Morgenthau and Congress, the admoni- 
tion of Cicero is addressed: “Not to be 
extravagant is revenue.” 
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OLD, as a means of paying debts, 

has now passed completely out of 
the picture. The most recent decision 
of the Supreme Court holds that a con- 
tract to pay so much gold as would 
equal a certain sum in currency, is in 
effect a contract to pay in money and 
not in gold bullion. Whether a con- 
tract to settle a debt with so many 
bushels of wheat could be discharged 
by tendering oats, on the ground that 
only grain was meant by the word 
“wheat,” remains to be determined. 

The decision referred to is based upon 
the broad ground that the monetary 
policy of the country rests with the will 
of Congress, and from a practical stand- 
point the citizen cannot, by private con- 
tract, protect himself against the effects 
of this policy. Therefore, a dollar may 
be, in future, whatever it may be de- 
clared to be by a Congress not very 
wise, and on occasion not scrupulously 
honest in its monetary legislation. 

Though the Supreme Court decided 
that it was beyond the constitutional 
power of Congress to repudiate the ob- 
ligation to pay in gold contained in 
bonds of the United States, that obliga- 
tion has been repudiated nevertheless. 
That Congress can do something beyond 
its constitutional power looks much like 
usurpation. 

That, under a former court decision, 
gold certificates could be “paid” in 
paper, seems like a considerable stretch- 
ing of ethical standards to make them 
conform to monetary policy. 

Anyway, why not use gold instead 
of sterilizing and burying it? 
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URNING the other cheek, while en- 
joined by Scriptural authority is 
rarely encountered in the ordinary af- 
fairs of life, and is therefore all the 
more refreshing when met with, espe- 
cially in the higher circles. 

For a long time Andrew W. Mellon 
was Secretary of the Treasury. In this 
position he reduced the public debt by 
several billion dollars, thus making it 
easier in later years for the Treasury 
to borrow huge sums at a low rate of 
interest. As a reward for this dis- 
tinguished service—or was it for other 
reasons?—a criminal indictment was 
sought to be obtained against him for 
alleged failure to comply with pro- 
visions of the income tax laws. This 
attempt failed. Mr. Mellon was not 
indicted. But the Government is still 
pursuing Mr. Mellon with the view of 
obtaining from him a sum greater than 
he believes himself required to pay. 

Instead of showing resentment at what 
might fairly be called ingratitude on 
the part of the Government, Mr. Mellon 
contributes to Washington a collection 
of pictures valued at some $50,000,000, 
and proposes to construct in that city 
a museum to house this and other col- 
lections at an additional cost of $10,- 
000,000. 

As an instance of turning the other 
cheek Mr. Mellon’s example is praise- 
worthy and may well be imitated by 
others. 

That Mr. Mellon was an efficient Sec- 
retary of the Treasury, his record shows. 
Others might have felt embittered by 
the charges made against them. He 
was not. His gift will prove an en- 
during monument to him, and a source 
of good to the American people whom 
he faithfully served. 
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POLITICIANS, intent on inflaming 

public opinion against “international 
banks,” have charged that these banks 
are inciters to war. If any bank in the 
United States may be fittingly desig- 
nated as an “international bank,” it is 
the National City Bank of New York, 


for it maintains branches in a number 
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of foreign countries. Well, here is what 
it thinks of war, as expressed in its 
March Letter. After citing the huge ex- 
penditures now being made in prepara- 
tion for war, the Letter says, under the 
heading of “Unreal Prosperity”: 


It should be unnecessary to say that this 
is a very unwholesome and undesirable de- 
velopment in world affairs, but unfortu- 
nately the news reports commonly imply 
that it is a boon to the business community. 
It is indeed increasing the demand for labor 
and causing a rise of prices, as similar de- 
velopments did after the outbreak of the 
Great War. However, the world knows by 
this time that the activity in industry pro- 
duced by that war meant anything but real 
prosperity. It was the most reckless, prof- 
ligate and disastrous expenditure of cap- 
ital, labor and credit ever known in the 
history of the world, and cost all nations 
nearly twenty years of normal development, 
not to mention the debts still remaining 
to be paid. 

This armament race means that, except 
for the armies in the field, the costs of the 
Great War are being repeated and that the 
deadly influence of inflation already is felt 
in the business life of all countries. Al- 
though the national debts created by the 
Great War have been scarcely reduced at 
all, and for most nations have been in- 
creased; although the taxes levied during 
that war have been reduced but little, and 
are now being increased; although the nor- 
mal pre-war rate of industrial growth has 
not yet been regained, these new burdens 
are being assumed under the pressure of 
seeming necessity. 

It is now known as a self-evident truth 
that the disorganization of industry and 
trade, the violent fluctuations of prices and 
wages, and the resulting calamity of wide- 
spread unemployment, have been, together, 
the principal cause of the Great Depression 
that has encircled the world and that has 
been more costly than the war itself. These 
vast expenditures upon war preparations 
must have a similar influence, so far as 
they go. 

All of the panics, crises and depressions 
the business world has experienced in the 
past have been caused by disturbing in- 
fluences arising outside of normal industry 
and trade, and in most instances from war. 
The revenues raised by taxation and ex- 
pended upon armaments might as well be 
thrown into the sea, so far as any lasting 
benefit to the mass of the world population 
may result, and the same is true of the 
proceeds of loans for this purpose. The 
immediate effects upon wages and prices 
must result, as before, in derangements of 
trade relations, with another period of un- 
employment and a long struggle with debts. 
True and lasting prosperity results only 
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from regular and balanced production of 
goods that minister to the needs and welfare 
of the masses, and a reciprocal trade which 
enables the varied individual groups to buy 
from each other in mutually beneficial trade. 
Such trade, if it settles itself, may continue 
indefinitely, in ever-growing volume for it 
is obvious that we have not even ap- 
proached the satisfaction of all wants. A 
war boom is destructive of wealth, and 
mortgages future income, while reciprocal 
trade in goods for consumption or use is a 
blessing to mankind. 


And perhaps it may be said with no 
loss of modesty that THE BANKERS 
MaGAZINE is international in character, 
and it approves without qualification 
all that is said above by the National 
City Bank. 

If the nations of the world would 
annually expend for purposes of peace 
—in the development of world trade 
and better relations—but a tithe of the 
enormous outlays now being expended 
for war purposes, the gain to humanity 
would be incalculable. 

The burdens which war imposes fall 
upon the shoulders of the masses who 
toil for their daily bread. 

It is time that authentic voices be 
raised in an endeavor to halt the mad 
armament race which threatens to de- 
stroy the world’s orderly progress. 


OC} 


HENEVER Henry Ford steps aside 

from industrial pursuits and ven- 
tures into other fields, he affords 
great interest by the expression of his 
views and by his actions. One of the 
latest original opinions ascribed to him 
is to the effect that the strikes now 
sweeping over the country are sponsored 
by the international financiers. They 
do this because they wish to control the 
great industries of the country, such 
control to be exercised through capital- 
istic domination of the labor unions. 
It is not entirely a novel view that the 
so-called “company unions” should be 
controlled by the industries wherein 
they operate, but it is novel to learn 
that the international financiers are 
seeking to control industry by dominat- 
ing the labor unions. 
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HETHER or not there will be a 

great international war in the near 
future, is something that would call for 
the gift of prophecy to foretell. But 
if there is not to be war soon, there is 
great preparation for it existing now. 
All the leading nations of the world are 
increasing their outlays for military and 
naval purposes at a truly astonishing 
rate. In some countries babies are not 
being born in sufficient numbers to sup- 
ply the food for cannon, airplanes and 
gas which the coming conflict will im- 
peratively demand. Incentives for bring- 
ing larger families into the world are 
being offered. 


In several countries a hectic form of 
prosperity is developing. Part of this 
development may be of a natural and 
healthful character, but plainly much of 
it is of a different kind based on prepa- 
rations for war. 

Expenditures for naval purposes are 
rapidly rising in this country, but these 
outlays have not as yet been large 
enough to affect business generally. 
While it cannot be said that our own 
military preparations are responsible 
for the growing prosperity, such ex- 
penditures by some other countries are 
of a kind and magnitude to affect mar- 
kets here. 


To the extent that the present rise in 
activity is due to military expenditures, 
it is not to be regarded with satisfac- 
tion. There are other indications that 
should occasion concern—the enormous 
rise in security prices, the prospect of 
violent increase in commodity prices as 
the result of addition to wages and 
shortened hours, and other factors in 
the situation. Bank loans are rapidly 
swelling, thus bringing inflationary tend- 
encies into play. 


(0) 


THatT gold still remains the standard 

of value, was the view expressed 
some weeks ago by Dr. Benjamin M. 
Anderson, economist of The Chase Na- 
tional Bank of New York. From his 
address, delivered before the Chicago 
Association of Commerce, a few extracts 
are made: 





The prudent banker is cau- 
tious in the use of superlatives. 
The “best” is too often a matter 
of opinion. The “strongest” 
can be proven so only under 
conditions no one would wish to 
put to the test. 


But the straight line will al- 
ways be the shortest distance 
between two points, and the 
quickest collection returns will 
result from use of the fastest 
means available. 


For lowest costs use the facili- 
ties of our direct collection 
service in twenty-four-hour con- 
tinuous operation. 


THE 
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Gold remains the standard of value, the 
ultimate regulator of the values of paper 
currencies. Paper currencies are nowhere, 
I think, redeemable today in gold coin and, 
since the recent suspension of gold pay- 
ments in France, Switzerland and The 
Netherlands, there remains, certainly, no 
important country which will redeem paper 
money even in gold bars, automatically and 
as a matter of right. And yet gold remains 
the regulator, and such currency stability 
as there is in the world is due to indirect 
linkages between paper currencies and gold. 
The dollar is fixed in gold at 59.06 per cent. 
of the old gold content, not by the old 
process of direct redemption in gold coin 
or of the issue of paper money in exchange 
for gold coin, but by the policy of the 
Treasury of receiving newly mined gold and 
imported gold at this fixed rate for dollars 
and exporting gold when necessary in order 
to protect the rate. 


Gold remains the standard of value be- 
cause neither men nor governments will 
trust anything else. None of the stabiliza- 
tion funds of the various countries has any 
desire to accumulate any considerable vol- 
ume of the paper currencies of other coun- 
tries. The French stabilization fund will 
have no enthusiasm over large accumula- 
tions of sterling, since France remembers 
only too well that the Bank of France lost 
eight times its capital in 1931 through its 
sterling holdings, when England abandoned 
the gold standard. The Dutch monetary 
authorities will have little enthusiasm for 
accumulating sterling in quantity, since they 
remember the heavy losses of The Nether- 
lands Bank at the same time and from the 
same cause. The foreign central banks and 
exchange stabilization funds will not wish 
to accumulate dollars in great volume, hav- 
ing in mind our recent currency debasement. 
And individuals, when they can get it, much 
prefer gold to any paper currency as a 
store of value for emergencies under exist- 
ing conditions. The volume of gold hoard- 
ing in the world today is enormous because 
of the great damage which has been done 
to gold’s greatest competitor, namely, the 
confidence men have in the paper promises 
of governments and central banks. 

Apparently the stabilization funds them- 
selves, in their dealings with one another, 
operate with the clear understanding that 
over very short periods the excess accumula- 
tions of the currency of one country by 
another will be liquidated in gold. 
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I call attention to the enormous increase 
in the world’s annual output of gold as 
measured in the new units. There has been 
a great increase in the output of gold even 
as measured in ounces, as a result of low- 
ered cost of production that the depression 
has brought. A period of high commodity 
prices and high costs is a period of reduced 
gold production, as we saw in 1920, while 
a period of depression and lowered costs 
leads: to an increase in gold production in 
ounces. ‘There was an increase of nearly 
50 per cent. in the annual production of 
gold measured in ounces between 1930 and 
1935. When, to the increase in ounces pro- 
duced, there is added the effect of devalua- 
tion, the results are very startling indeed. 
The world’s gold production in old gold 
dollars in 1930 was $430,000,000, while in 
1935 world production measured in new 
gold dollars was $1,073,000,000. 


Dr. Anderson said that “Our mone- 
tary policy during the crisis may well 
have created future problems graver 
than those of the crisis itself.” 

He regarded the situation as having 
ominous possibilities, and thought that 
“the present relations between gold dol- 
lars of the new par and commodities in 
general must be radically altered, and 
that a great rise in commodity prices 
must sooner or later come.” 

On this point the London Economist 
recently expressed the opinion that there 
is a real danger that the orderly rise 
in prices and production in England and 
the United States, stimulated by a lib- 
eral monetary policy, may shortly give 
way to a more precipitous advance 
which would shorten the recovery move- 
ment. 

Aside from monetary policy, the tend- 
ency in this country is toward rising 
prices, a tendency that in recent weeks 
has received fresh impulse from increase 
in wages and the shortening of hours 
in a number of industries, the apparent 
gain to labor already being offset by a 
rise in prices of steel and the probabil- 
ity that other commodities will show a 
similar history. 





The Changing Status of Railroad Bonds 


By FairmMan R. Dick 
Chairman Committee on Railroad Securities, Investment Bankers Association 


HE point which I wish to empha- 
size as affecting the stability of 
railroad bonds is the maladjust- 
ment between expenses and revenues 
which has developed over the last thirty 
years which, in itself, has rendered the 
net earnings of the industry increas- 
ingly vulnerable to losses in traffic. 
Prior to the depression the margin 
between expenses and gross operating 
revenues was dangerously low and had 
reduced the ability of the industry to 
withstand adversity. You are aware of 
the fact that a collateral loan with a 
30 per cent. margin is safer than a col- 
lateral loan with a 15 per cent. margin. 
When the market is stable, or advanc- 
ing, the size of the margin may. not 
seem so important but where the mar- 
gin is inadequate and the market falls 


rapidly it may not be possible to ob- 
tain new collateral or sell out the secu- 
rities before the loan is under water. 
The same principles apply to the op- 
erating margins of our railroads. The 
margin is insurance against a falling 


level of traffic. If the margin is ade- 
quate, reductions in expenses can be 
brought about before net is reduced to 
a point where the conservative bonds 
are affected. If the margin of net is 
dangerously low, conservative bonds 
may be affected before an adjustment 
of expenses to the new conditions can 
be made. 

In the depression of the nineties, 
the margin between gross operating 
revenues and expenses equalled 30 per 
cent. of gross. From 1921 to 1930 this 
margin averaged 16 per cent. If we 
assume for the nineties a decline of 
15 per cent. in gross revenues and no 
reduction in expenses, half the margin 
remained. Net was reduced by half 
but the half remaining was sufficient to 
service conservative railroad bonds. If 
we apply the same test to our Class I 


Condensed from a recent address. 


railroads prior to the present depres- 
sion, and reduce gross revenues by 15 
per cent. leaving expenses unchanged, 
substantially all net is extinguished. 

I can anticipate questions as to why 
some roads went into receivership and 
some did not. I think the reason for 


The question that I should like to 
be able to answer is whether the rail- 
roads will be permitted, prior to the 
next depression, a level of earnings 
sufficiently large to enable them to 
weather it. In the answer to this 
question lies, I believe, the future 
position of railroad bonds. 


the different record among the roads 
is that this margin of 16 per cent. was 
not uniform. Some roads _ exceeded 
this margin substantially; other roads 
had substantially less. In examining 
into fundamental factors in regard to 
the twenty important receivership roads 
I found that eleven of the twenty had 
burdens of debt substantially less than 
the average of all roads but margins 
ot profit also substantially less. These 
roads passed into receivership, not on 
account of the excessive interest bur- 
den, because this was less than the aver- 
age, but because the margin of net was 
so low prior to the depression that the 
decline in traffic practically extin- 
guished it. 

It is my opinion, therefore, that the 
fundamental change in the industry 
which has affected the status of rail- 
road bonds is the maladjustment be- 
tween expenses and operating revenues 
that has arisen over the last thirty years. 
As long as these margins are danger- 
ously low, railroad bonds can never 
regain their former status, as a danger- 
ously low margin between revenues and 
expenses renders even the most con- 
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servative bonds subject to default when 
traffic falls off rapidly. 

At the present time, when the coun- 
try is emerging from the depression and 
traffic is rising, the earning margin of 
safety in the railroads is increasing. 
The low in the depression was 10 per 
cent.; in 1936 it was 16 per cent. As 
long as this improving situation con- 
tinues, your railroad bonds will become 
safer. The question the conservative 
investor would like to have answered 
now is not what earnings will be in the 
immediate future but what they will be 
in the next depression. If you wish 
this question answered now I think you 
will have to go to a soothsayer; at any 
rate I am unable to tell you. I will, 
however, try to throw all the light on 
the subject I can by describing to you 
how this dangerous maladjustment 
gradually developed over the last thirty 
years. 

The decline in the margin of safety 
commenced shortly after 1906. This 


was the year, if you remember, when 
the Hepburn Bill was enacted giving the 
Interstate Commerce Commission power 


to fix rates. In the years following, 
additional acts were passed increasing 
the power of the commission and, at 
the same time, a gradual strengthening 
of the labor unions took place, not only 
internally, but politically, as evidenced 
by passage of the Adamson Act in 1916, 
which act reduced the hours of labor 
from ten to eight without any reduction 
in pay. It was during these years that 
the railroad industry began io be dif- 
ferentiated from unregulated and un- 
controlled industry in relation to its 
ability to increase its rates and reduce 
its expenses. In other words, pressures 
arose affecting the ability of manage- 
ment to maintain a safe margin of net. 

I was very much interested the other 
day, in studying this matter, to read an 
excerpt from what is known as the 
Five Per Cent. Case, decided by the 
Interstate Commerce Commission in 
1914. This decision by the commission 
deprived the railroads of the power to 
increase their rates as proposed, and 
thus restore a safe margin. The dis- 
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senting opinion of Commissioner 


Daniels was as follows: 

... For more than a decade the operat- 
ing and maintenance expenses of the rail- 
roads of the United States have constantly 
risen. The rates charged, on the other hand, 
have been either static or declining. Un- 
able to raise their rates without the sanction 
of the Commission, the railroads have found 
that the margin between their receipts and 
their outgo has progressively narrowed; 


As you all remember, the railroads 
were taken over by the Government 
during the war, the Government pay- 
ing a rental to the owners. During this 
war-time emergency, the margin be- 
tween gross revenues and expenses nar- 
rowed rapidly and in 1920 it had com- 
pletely disappeared. When the ,rail- 
roads were returned to their owners, 
therefore, it was necessary to restore 
them to a sound basis and to accom- 
plish this end the Transportation Act 
of 1920 was passed. The provisions of 
the act clearly indicate that those who 
drafted it were aware of the danger in 
the forces that had heen operating on 
the railroad economy for the past fifteen 
years. I refer again to the pressure to 
force up expenses and reduce revenues 
and thus narrow the earning margins. 
I cannot adequately describe this act in 
three lines, but in brief, a formula was 
devised for determining the adequate 
margin which the industry required; 
this yardstick was based on a return on 
the value of the railroad plant. 

The act, however, did not produce 
the expected results for the reason that 
the yardstick was not effectively ap- 
plied. It was not effectively applied 
for the country as a whole even in a 
single year. In sections of the country 
like the eastern district where the stand- 
ard had been more nearly approached, 
receiverships have been few, but in 
western trunk line territory where the 
deviation from the yardstick had been 
the widest, the result has been prac- 
tically complete credit chaos. Of course 
nobody can say what the result would 
have been if the Transportation Act 
had been carried out in accordance 
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with the 
framers. 
The question that I should like to be 
able to answer, however, is whether the 
railroads will be permitted, prior to the 
next depression, a level of earnings 
sufficiently large to enable them to 
weather it. In the answer to this ques- 
tion lies, I believe, the future position 


of railroad bonds. 


Some may challenge this opinion as 
it does not take into recognition the 
fact that railroad earnings are not only 
subject to statute law but also economic 
law. I am fully aware that for the 
Government to permit the railroads to 
earn an adequate return does not in 
itself afford any guarantee that they 
will be able to earn it. This doubt as 
to the earning power of our railroads 
has arisen largely since the depression. 
I do not remember any such arguments 
in the pre-depression rate cases and it 
is my belief that the improvements in 
traffic that are now under way will give 
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a better answer to the question than I 
could give now. Personally, I have 
little fear as to the ability of the in- 
dustry, if it is freed from unfair com- 
petitive conditions, to earn prior to the 
next depression a return sufficient tc 
protect all conservative railroad bonds. 

In regard to the future, therefore, 
while I can give you no assurances, | 
do feel that the problem is more clearly 
recognized than it was in 1920 when 
the Transportation Act was passed, and 
therefore that while the effort to restore 
the railroads to a conservative basis 
again may fail, the prospects of success 
are far greater now than they were in 
1920. 

Since the old days, your bonds have 
changed in status for the worse because 
the margin of earnings has declined so 
as to reduce the ability of the industry 
to weather storms. It is my hope and 
belief that in the future the relationship 
between earnings and expenses will 
again change and this time change for 
the better. 





Banking From a Ringside Seat 


Some Hints on Running a Bank by 
One Who Has Never Run One » 


INCE I know absolutely nothing 

about banking, I feel fully quali- 

fied to tell you how to run your 
business. This would seem nothing 
short of ridiculous, but for the fact that 
as a bank customer of many fat and 
lean years, I feel justified in attempting 
to call to your attention a féw matters 
which may tend to bring about a better 
understanding of the layman’s point of 
view. 

Banks should realize (and doubtless 
do, to a great extent) the importance 
of regaining the respect, confidence and 
good-will of the community in which 
they are situated. Of course, how this 
can best be accomplished will vary 
widely with the type of community in- 
volved. But one important fact holds 
true of all communities—they are made 
up of human beings, and the folks in 
the community are very much entitled to 
the respect, confidence and good-will 
of the bank with which they are gradu- 
ally once again trying to do business. 

A man who has lost his money is 
indeed the “man who walks alone.” I 
refer, of course, to the honest man, the 
man worthy of help. I don’t mean the 
man who selects bankruptcy as_ the 
easier way out, the man who con- 
veniently dodges all obligations pos- 
sible, the man who still owes his boot- 
legger (remember?), his bank and 
every one else, is still buying new cars 
and wending his merry way about town. 
I refer to the man who carries on 
bravely, doing the best he can to take 
care of his old debts, trying to grope 
his way back to normal times in an 
honorable way. He is indeed the 
shunned one. 

I know banks make their money with 
the money of other people, and should 
be particularly careful what they do 
with these entrusted funds, but I con- 
tend that loans and applications for 
loans cannot be regimented. The per- 
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sonal element should be a properly re- 
spected factor in loan dealings; and the 
reception and treatment of those who 
are compelled to apply for assistance 
to the bank should be differentiated by 
their past record, their character, repu- 
tation and temperament. Folks who 
apply for loans are human beings, and 
should be treated as such. Many have 
seen better days than will ever come to 
them again, but are trying valiantly to 
do with what is left them. 

It is, sometimes, extremely difficult 
for a man long independent financially 
to forget his pride, and appeal to a 
bank for consideration. Whether he 
happens to be a supersensitive small 
business man, some elderly widow 
forced to seek temporary guidance, or 
the most notorious “beat” in the vicin- 
ity, the locale and general manner of 
the loan consultation follows the same 
procedure. Compare this reception with 
that accorded the same helpless appli- 
cants, when they present themselves at 
the private, comfortable secluded offices 
of any of the loan companies, which 
are flourishing so at this time, and it 
may make you think, just a wee bit. 

Any consultation with a bank officer 
must, for some unknown reason, take 
place in the least private portion of the 
building. Regardless of the private 
nature of the business to be transacted, 
the customer is shown to the most ex- 
posed desk in the bank, and after the 
consulting banker has nicely spread 
out, for one and all to view, the most 
sacred papers of the applicant, the con- 
ference takes place. All that is lacking 
is a fanfare of trumpets and _ spot- 
lights. Even goldfish would not be 
happy in that location, the light would 
hurt their eyes, they could not stand 
the publicity of it all. 

Seriously, these facts should be taken 
into consideration, and more tact and 
diplomacy used in dealing with various. 
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types. My present bank has made very 
fine strides in this direction, and the 
results show it is an excellent idea; yet 
this institution has been severely criti- 
cized for their present policy of treat- 
ing the customer with the consideration 
to which he or she is entitled, and lean- 
ing over backwards in an attempt to 
aid the less fortunate of our community 
in their banking problems. I notice 
their business is gradually increasing, 
and they are rapidly living down the 
stigma of the defunct organization 
whose premises they occupy. 

My present bank is bringing in plenty 
of new business by its advertisements 
in the daily papers, usually with an en- 
ticing “scare headline” to catch the eye, 
and a cordial invitation to come in to 
consult their Mr. T about your bank- 
ing problems. I call their contact man 


Mr. T because that is really his name. 
And Mr. T is, of all things and above 
all, the man for the job—no end. He 
has two very wonderful qualifications 
for this position—besides being ex- 
tremely human and_ understanding— 


he can say “no,” and make it sound 


rather like “yes”; secondly, he can look 
decidedly and deeply hurt at any and 
all times. He seems absolutely to hate 
refusing your request, which he does 
only when it is absolutely necessary. 
But some hobgoblins known as bank 
examiners are always in the offing to 
foil his plan to give you exactly what 
you wish whenever you wish it, and re- 
gretfully he must abide by the rulings 
of these rascals. However, our Mr. T 
does one thing when he finds himself 
in a position in which he cannot assist 
you, he makes it his business to advise 
you where to get the help his organ- 
ization cannot supply you with, if pos- 
sible; and goes out of his way to see 
that you get it. And every time this 
Mr. T makes a friend, the bank gets a 
new account, either then or at seme 
later date. He has learned that the 
average man will live easily and con- 
tentedly within his income, so far as he, 
himself, is concerned, but he hates to 
deny his family anything possible, re- 
gardless of great sacrifice to himself. 
So whenever possible, and with the 
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proper use of tact and diplomacy, Mr. T 
makes his customer’s business his own 
to the extent of ascertaining the why 
and wherefor of the loan, and has on 
more than a few occasions given finan- 
cial family advice which resulted in 
very pleasant and profitable accounts 


for his bank. 


Recently, I discussed with my bank, 
the fact that many professional and 
business men of my acquaintance had 
definitely gotten away from banking 
entirely, and had not even written a 
check for years. I learned later that, 
in an ethical, dignified manner, when 
the opportunity arose, Mr. T had ap- 
proached these smaller accounts with 
very gratifying results to all concerned. 
A clever and considerate contact man, 
who is diplomatic enough to select the 
proper time and place for his approach, 
can easily persuade a prospect to drop 
in at the bank to talk things over, which 
usually ends with a new account being 
opened. And, while the accounts thus 
obtained will most likely be small, they 
can be numerous, and will, of necessity, 
pay a carrying charge. As the bank 
must have a certain staff, regardless, 
these charges assist in “paying the 
freight,” the bank has new customers, 
and these new customers once more have 
a certain amount of new pride in both 
themselves and their bank. And, if 
the outlook is so very much on the “up” 
side, then this new business is a tre- 
mendous nucleus for the future of any 
bank. Is it not sensible to presume 
that if a man is requested to take pen 
in hand and write checks, after being 
ignored and neglected since the depres- 
sion, he will welcome a chance to tell 
his friend how it came about, and some 
fine day, you will have some unexpected 
visitors, looking into the same matter. 
Here is a large and fertile field, a cen- 
sus in this regard would surprise you, 
I am sure, and banks should go out 
after this business, and not be content 
merely with that which comes to their 
doors. In this way, they will benefit, 
not only themselves, but assist in carry- 
ing out that which is plainly their duty 
—bring the people of the nation back 
to the nation’s banks. 
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Bankers, Why Not a House Organ ? 


An Alert Bank Will See in These Publications 
an Opportunity for Improved Public Relations 


By IsaBELLE M. BENNETT 


STUDY of the house organs of some 
fifty banks reveals the variety of 
possibilities offered to any bank 
considering this form of advertising. 
Since these banks represent many differ- 
ences in size, locality, class of customers 
and services rendered, their publications 
give a fairly complete picture of what 
is being done in the field of financial 
house organs. 

A house organ is any publication is- 
sued periodically by a bank for its 
customers, prospective customers, em- 
ployes, or other interested persons, for 
the purpose of promoting goodwill, ad- 
vertising its services and educating its 
readers. Included are business and eco- 
nomic reviews, news bulletins for ex- 
ternal distribution and employe maga- 
zines. Too often the importance of the 
latter as an advertising feature has been 
ignored. If a bank has sold itself to 
its employes through this medium, the 
task of selling itself outside is made in- 
finitely simpler. Good “salesmen” 
within the bank are just as valuable ad- 
vertisements as the written words that 
reach the public outside. 

The following quotations give, in the 
bank’s own words, a few of the pur- 
poses behind their magazines: “. . . to 
keep all who are interested informed as 
to its activities and affairs”; “. . . to 
promote a clearer understanding be- 
tween banker and customer”; “Devoted 
to the protection of your estate”; “A 
news record of the bank’s progress”; 
“. +. to encourage thrift in the school 
and home”; “A glimpse a day of the 
spirit of growth”; “. . . in the inter- 
ests of better farming, merchandising 
and banking.” 

_ What, then, are some practical con- 
siderations in publishing a house organ, 
if we are to judge from those included 
in this study? 


Form and size? They range from 
twenty to forty page magazines 
(734 x 10 inches), printed on fine 
paper, many with artistic covers, to one- 
half page mimeographed sheets; from 
newspaper bulletins on cheap paper, as 
large as 17144 x 12 inches, to 6 x 4% 
inches colored folders. A west coast 
bank issues a very readable employe 
bulletin (12 x 9% inches) which is 
photographed. With 650 copies to put 
out and $50 to spend for printing, this 
was found to be the cheapest method. 
Naturally, the tendency is to prepare 
a more expensive and elaborate publi- 
cation when outside circulation is con- 
templated. 

Frequency? Here, again, there is the 
widest range of choice. They are issued 
daily, weekly, semi-monthly, monthly, 
bi-monthly, quarterly, irregularly. A 
southern bank issues its bulletin weekly 
because it wants its news to be timely 
and up-to-the-minute. Incidentally, such 
frequent publication is accomplished by 
the employes in addition to their regu- 
lar duties. As it is mimeographed, the 
cost is small and consists mainly of 
paper stock. On the other hand, a New 
York state bank publishes quarterly be- 
cause its magazine is rather pretentious 
and expensive to put out. 

How much should a house organ 
cost? With so great a divergence in 
size, frequency, quality and circulation, 
there can be no general standard set for 
the cost of any individual magazine. 
One advertising man advises that no 
bank start a house organ for external 
distribution unless it is prepared to dis- 
tribute 10,000 copies for three years. 
However, most banks have found it 
wiser to adapt their magazines to the 
size of their appropriations, rather than 
to fit their appropriations to the kind 
of magazine they want. A resourceful 
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BANKING HOUSE ORGANS 


Employe Magazines 


American National Bank 
Nashville, ‘Tennessee 
American Security and Trust Company 
Washington, D. C. 
Bank of America, N. T. & S. A. 
San Francisco, California 
Bowery Savings Bank 
New York City, New York 
California Bank 
Los Angeles, California 
Central National Bank of Cleveland 
Cleveland, Ohio 
Chase National Bank 
New York City, New York 
Cleveland Trust Company 
Cleveland, Ohio 
Continental Illinois National Bank and Trust 
Company, Chicago, Illinois 
Detroit Bank 
Detroit, Michigan 
Dime Savings Bank of Brooklyn 
Brooklyn, New York 
East River Savings Bank 
New York City, New York 
Federal Reserve Bank of New York 
New York City, New York 
First National Bank of Boston 
Boston, Massachusetts 
First National Bank 
Louisville, Kentucky 
Fort Worth National Bank 
Fort Worth, Texas 
Guaranty Trust Company 
New York City, New York 
Harris Trust and Savings Bank 
Chicago, Illinois 
Industrial Morris Plan Bank 
Detroit, Michigan 
Merchants National Bank 
Mobile, Alabama 
Mississippi Valley Trust Company 
St. Louis, Missouri 
Morris Plan Bank of Virginia 
Richmond, Virginia 
National Bank of Tulsa 
Tulsa, Oklahoma 
National City Bank 
New York City, New York 
Northern Trust Company 
Chicago, Illinois 
Security-First National Bank of Los Angeles 
Los Angeles, California 
State Bank and Trust Company 
Evanston, Illinois 
Union Dime Savings Bank 
New York City, New York 
Union National Bank 
Kansas City, Missouri 
Valley National Bank 
Phoenix, Arizona 
Wells Fargo Bank and Union Trust Company 
San Francisco, California 


The American Bi-mo. 
The Security News Mo. 
The Bankamerican Mo. 
The Chest 
The Calbanker 
Progress Bulletin Da. 
The Chase Bi-mo. 
The Cleveland Trust Magazine 
Bi-mo. 

Weekly Bulletin 
The Teller Mo. 
Dime’s Chimes Mo. 
Pentad Mo. 
The Federalist Wk. 
About the First Mo. 
Fun and Finance Mo. 
The Fort Worth National 

Banker Mo. 
The Guaranty News 
The Bank Bulletin 4 t. wk. 
Between Ourselves Mo. 
Merchants National Dynamo 
Service Letter Mo. 
Credits and Debits Semi-mo. 
Corings 
Number Eight 
A_ bulletin 
Security-First National Bank 

News Bulletin 
The Teller 
The Dime 
The Union Teller 
The Round-up 


Wells Fargo Messenger 
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Magazines for External Distribution 


Albuquerque National Trust and Savings 
Bank, Albuquerque, New Mexico 

Bank for Savings 
New York City, New York 

Bank of America, N. T. & S. A. 
San Francisco, California 

California Trust Company 
Los Angeles, California 

Central National Bank of Cleveland 
Cleveland, Ohio 

Chase National Bank 
New York City, New York 

Cleveland Trust Company 
Cleveland, Ohio 

Commerce Trust Company 
Kansas City, Missouri 

Continental Bank and Trust Company 
New York City, New York 

East New York Savings Bank 
Brooklyn, New York 

Federal Reserve Banks (12) 


Fidelity Trust Company 
Pittsburgh, Pennsylvania 
First National Bank of Boston 
Boston, Massachusetts 
First National Bank 
Holdrege, Nebraska 
First National Bank 
Oshkosh, Wisconsin 
First National Bank of St. Louis 
St. Louis, Missouri 
Girard Trust Company 
Philadelphia, Pennsylvania 
Greenwich Savings Bank 
New York City, New York 
Guaranty Trust Company 
New York City, New York 
Hamburg Savings Bank 
Brooklyn, New York 
Industrial Morris Plan Bank 
Detroit, Michigan 
Integrity Trust Company 
Philadelphia, Pennsylvania 
Iowa State Bank 
Algona, Iowa 
Lincoln Savings Bank of Brooklyn 
Brooklyn, New York 
Maryland Trust Company 
Baltimore, Maryland 
Mercliants Banking Trust Company 
Mahonoy City, Pennsylvania 
National City Bank 
New York City, New York 
New York Trust Company 
New York City, New York 
North Philadelphia Trust Company 
Philadelphia, Pennsylvania 
Rochester Savings Bank 
Rochester, New York 
Savings Bank of Utica 
Utica, New York 
Security-First National Bank of Los 
_Angeles, Los Angeles, California 
Union and New Haven Trust Company 
New Haven, Connecticut 


Albuquerque Progress 

The Pioneer 

Bank of America Business 
Review 

Reflections 

The Outline of Business 

The Chase Economic Bulletin 

Cleveland Trust Business 
Bulletin 

Mid-month Digest of Trade 
Conditions in the Southwest 

Trends 

School Bank News 

Business review for each 
district 

Estate and Tax News 

Property 

New England Letter 

First National Journal 

Success Messenger 

Soil Products Bulletin 

The Girard Letter 

The Ernest Savers’ Bulletin 

The Guaranty Survey 

The Beacon 

Pronunciation News 

Fiduciary Review 

Iowa State Bank News 

The Emancipator 

Trade Trends 

Merchant of Mahonoy 

Monthly Letter on Economic 
Conditions 

The Index 

The North Philadelphian 

The Thrift Advocate 

The Way to Wealth 

Monthly Summary—Business Con- 
ditions in Southern California 


The Union and New Haven Trust 
Company Journal Mo. 
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Wachovia Bank and Trust Company 
Winston-Salem, North Carolina 

Washington Loan and Trust Company 
Washington, D. C. 

Wells Fargo Bank and Union Trust 
Company, San Francisco, California 


Da.—Daily 
Mo.—Monthly 
Bi-mo.—Bi-monthly 
Wk.—Weekly (4 t. wk.—4 times a week) 
Qu.— Quarterly 
Irreg.—Irregularly 
Acknowledgment is made to 


the Financial 
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The Wachovia 
The Savings Journal 


The Business Outlook 


Advertisers Association, the National 


Association of Mutual Savings Banks, the Industrial Relations Section of Princeton Uni- 
versity and the officers of the foregoing banks whose coéperation and assistance made 


this compilation possible. 


editor can produce a fairly creditable 
house organ even with a limited amount 
of money at his disposal. As some 
banks will witness, this kind of adver- 
tising may run into a great deal of 
money, and elaborateness is not always 
a mark of effectiveness! 

The question can be raised as to how 
large a bank should be to justify its 
having a house organ. Apparently, a 
bank’s size bears little or no relation 
to its house organ activities. One bank 
with less than one hundred and fifty 
employes issues a most inspiring little 
internal magazine that would be worthy 
of a far larger circulation. A small 
bank in the Middle West reaches its 
public through an interesting four-page 
monthly journal. A few banks have 
two publications, an employe magazine 
and a business review. Yet, some of 
the largest banks, with many employes, 
have no regular house organs at all! 

What about subject matter? This, 
of course, varies with the type of maga- 
zine. But taken as a whole, house or- 
gans have practically unlimited range 
of subject material. Recipes vie for 
space with industrial analyses, short 
stories with basketball news, poetry with 
business forecasts, Robert Taylor’s life 
history with a discussion of gift taxa- 
tion, personal notes with real estate 
news, etc. Although no such incongru- 
ity of material actually appears in any 
one magazine, these examples illustrate 
how far a banker-editor-advertising man 
who is planning a house organ can go 
in his efforts to interest people in his 


bank. 


Outside advertising? There has been 
some prejudice against outside advertis- 
ing in house organs, the feeling being 
that since they are intended either di- 
rectly or indirectly to advertise one 
particular business, they should confine 
themselves solely to that purpose, and 
no other. Despite the fact that adver- 
tising of this sort would greatly reduce 
the cost of a magazine, and perhaps 
make possible one that would otherwise 
be out of the question on account of 
the expense, it does not seem to be a 
popular procedure. Of the sixty or so 
publications examined, only one had 
any outside advertising. The rest con- 
fined themselves to regular advertise- 
ments of the bank and its departments. 


Employe Magazines 


A writer on bank advertising has said 
that any bank with over one hundred 
employes should have an employes 


magazine. When there are even fewer 
employes, it is often found that the 
right hand knows not what the left hand 
does. In other words, as soon as an 
organization reaches a size where per- 
sonal contact between employes and 
employers is no longer possible, a 
magazine becomes the logical medium 
for communication and goodwill. It 
keeps everyone informed of the policies 
of the bank as a whole and of the ac- 
tivities and developments in different 
departments and branches. This is es- 
pecially necessary when there are many 
branches, widely separated and far from 
the central office. A California bank 
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To Correspondent Banks 


Investment Checkings 


IN ADDITION to its securities safekeeping ser- 
vice and its facilities for the execution of pur- 
chase and sale orders, the Chase is helpful to 
correspondents in a number of other ways. 


Correspondents frequently seek information 
about commercial paper or acceptances which 
they are considering for investment. 


Such inquiries are immediately brought to the 
attention of the Chase officers directly in 
charge of the bank’s own investment port- 
folio. 


These officers welcome the opportunity to 
check investments for correspondents and 
exchange information and opinions on mat- 
ters of investment policy. 
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has a house organ which goes to its 
8000 employes all over the state. 

A house organ creates a codperative 
spirit, a pride in the bank and in one’s 
job that cannot help but be reflected in 
an employe’s relations with his custom- 
ers. We hear of patriotism, school 
spirit, class spirit, why not bank spirit? 
In addition to its unifying and in- 
spirational value, it is a means of edu- 
cation in banking practices and service 
and in the particular mechanism of 
one’s own bank. Above all, it aims to 
be recreational, for serious purposes 
cannot be accomplished unless it sat- 
isfies its readers by being entertaining 
and interesting; and its informal con- 
versational style makes it easy reading. 

So its success is judged largely by its 
personal notes. One editor, in apol- 
ogizing for the simplicity of his paper, 
writes that the employes, nevertheless, 
seem to like it because their names ap- 
pear in print. By having a “reporter” 
in each department and branch, the 
magazine is able to gather more com- 
plete news of personalities and to keep 


constantly in touch with even a very 
large staff. A wise editor will attain a 
balanced contents by including not only 


photographs, individual _ biographies, 
news about anniversaries, promotions, 
weddings, sports, hobbies, contests, etc., 
but also articles on timely economic, 
banking and fiduciary problems, re- 
prints of the officers’ speeches, book re- 
views, notices of meetings, descriptions 
of new machines, hints on grammar, 
pronunciation and etiquette, etc. 

Because banks use their house organs 
as a mouthpiece for their executives, 
some consider their magazines of a con- 
fidential or semi-confidential nature. 
They feel that their news is strictly per- 
sonal between themselves and their em- 
ployes and see no reason for disclosing 
it outside. Therefore, they limit dis- 
tribution to employes. 


Magazines for External Distribution 


While an internal magazine aims to 
interest only one group of people, the 
bank’s employes, the external publica- 
tion tries to attract as many different 
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readers as possible, for a bank’s pro- 
spective customers represent many kinds 
of individuals and many lines of busi- 
ness. 

Their fundamental purpose is to ad- 
vertise the bank, either directly or in- 
directly, and, at the same time, to 
interest their readers and make friends. 
They are a cross between a real adver- 
tisement and a real magazine. Although 
it is difficult to pigeonhole different 
types accurately, these magazines may 
be loosely grouped as follows: 

First, there are those magazines which 
have a wide interest appeal, many of 
them syndicated. They have the ad- 
vantage of reaching people who would 
never look at advertisements. Some, 
aside from a regular full page “ad,” 
make no mention of the bank. Others 
subordinate the general reading matter 
to descriptions of the bank’s services. 
A fairly representative publication is 
the four-page monthly bulletin of a 
Wisconsin bank. In a box in the center 
of the first page of its December issue 
is a Christmas greeting signed by the 
president. The left-hand columns con- 
tain the story of one of the town’s in- 
dustries. On the right is a description 
of the bank’s Christmas Club. Page 
two carries a short editorial on family 
finances, a column of recipes by the 
home economics instructor of the high 
school and a joke section. Starting on 
page three and running to the back of 
the paper, we find two articles, one on 
keeping the streets clean, by the presi- 
dent of the board of public works, and 
the other on how to keep healthy in 
winter, by the city physician and health 
commissioner. The last page also con- 
tains a large “ad” of the bank. We 
see how wide an appeal this subject 
matter has and how well it has been 
combined with the advertising features. 

A magazine in the Southwest concen- 
trates on news of local industry, his- 
tory and finance. Another specializes 
in trust information, a feature of which 
is a monthly section of questions and 
answers on fiduciary matters. 

Then, there are combination employe- 
customer magazines, which are much 
like the foregoing, excépt that they also 
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include items about the personnel and 
officers and the internal workings of the 
institution. This type of news tends to 
interest the public in the affairs of the 
bank and makes them see it, not as an 
antagonistic, impersonal machine, but 
as a body of real persons who want to 
be of service. 

The subtle distinction between bank 
advertising and bank publicity can be 
made in the case of another type of 
publication, the business review and 
forecast. Most of these make no men- 
tion of the bank, except as it occurs in 
their titles. These are often regional in 
scope and are especially designed to 
furnish statistics and data on economic 
trends for the use of business and in- 
dustries in one section of the country. 
They are prepared by competent and 
well-known economists and statisticians, 
and some have gained nation-wide 


recognition as important sources. 
Then, there are those publications de- 
signed for special classes of readers. A 
trust company in Philadelphia issues a 
monthly review of cases involving trusts 


and decedents’ estates decided in Penn- 
sylvania, which they send to attorneys. 
A St. Louis bank publishes a bulletin 
for grain dealers. Two savings banks 
have magazines for school children and 
their parents, in connection with school 
savings work. They contain children’s 
prize essays on thrift, crossword puz- 
zles, safety hints for young people, 
pictures of school classes which have 
100 per cent. school savings records, 
thrift cartoons, etc. 

Two other banks publish magazines 
in conjunction with their radio pro- 
grams; one on correct speech, and the 
other a thrift leaflet for children who 
listen to the Uncle Don program. 

It is impossible here to give samples 
of all types of reading matter and in- 
formation included, but these references 
will serve to show how variety in sub- 
ject matter and advertising can be ef- 
fectively put to use in house organs. 

Summary 

Although no magazine is of much 
value which does not reflect a bank’s 
own individuality, the most interesting 
publication is that which adapts speci- 
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fically to its own needs and budget the 
best features of other magazines of the 
same kind. Thus, the syndicated house 
organ, with its “canned” news, lacks 
the personal appeal that is often desired 
in certain types of bank advertising. 
The trust officer of a Mid-Western bank 
writes in this connection, “. . . this 
type of bank publicity proved very 
practical and effective, especially where 
it was localized in complexion, as dis- 
tinguished from the syndicated services 
which were undoubtedly in most cases 
superior in artistic and_ technical 
make-up but failed to have a ‘home- 
town’ atmosphere about them.” A sys- 
tem of magazine exchange between 
banks is of advantage in encouraging a 
bank, not merely to copy another’s 
house organ, but to improve its own in 
the light of new ideas it has gleaned. 

It is unfortunate that so valuable a 
part of banks’ activities as this should 
be subject to economic ups and downs. 
A definite decrease in the number of 
these publications can be noted in times 
of depression. When it becomes neces- 
sary to reduce expenses, many execu- 
tives think they achieve a harmless 
economy in doing away with their house 
organs, because they have not been able 
to measure any results in dollars and 
cents (especially in the case of internal 
magazines), and because so often the 
benefits have been intangible. 

Of some two hundred banks which 
were known to have had house organs 
at one time or another during the last 
ten or fifteen years, almost three quar- 
ters have gone out of existence. The 
depression and the bank holiday ac- 
count for a great many of the “deaths”; 
the failure and merging of banks, the 
experimental nature of some of the pub- 
lications, or the substitution of other 
forms of advertising explain the failure 
of the rest. In certain instances, house 
organs were issued for a particular pur- 
pose and abolished when that purpose 
had been accomplished. Several years 
ago, a suburban trust company opened 
a branch in a territory previously served 
solely by a rival bank. Anxious to ac- 
quaint the residents of that part of town 
with its facilities, it began to issue a 
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monthly news letter to its neighborhood 
prospects. As soon as business in- 
creased sufficiently in the new branch, 
the house organ was no longer consid- 
ered necessary and was discontinued. 

On the other hand, there were those 
enterprising banks during the depres- 
sion which reduced the size and cost of 
their magazines in order noi to have to 
do without them at a crucial time when, 
as never before, their esprit de corps 
and public relations needed bolstering. 
One of the oldest house organs was 
started some thirty years ago and has 
weathered several depressions. It has 
made a definite place for itself in its 
own community and among outside 
friends. Would that other banks could 
follow that example! 

The time is undoubtedly ripe for the 
revival of discontinued house organs 
and for the launching of many a new 
one. They offer a splendid opportunity 
for an imaginative and progressive bank 
to develop a distinctive line of publicity. 
So, bankers, why not a house organ? 


© 


PRODUCTION OF AUTO TRAILERS 
EXAGGERATED 


WHILE production of automobile pas- 
senger trailers has been rapidly increas- 
ing, general estimates of both the total 
number now in use or currently being 
manufactured are greatly exaggerated, 
according to The Index of The New 
York Trust Company. It states that 
actual production during 1930 probably 
totalled no more than 55,000 units, of 
which perhaps 35,000 were factory 
built, while reliable forecasts estimate 
production at about 100,000 for 1937. 

“Further integration of the industry, 
marked by a reduction in the present 
number of manufacturers,” The Index 
says, “would appear likely, especially 
since many smaller companies are be- 
ing faced with difficulties arising from 
inadequate resources to tide them over 
seasonal lows, insufficiency of capital 
to arrange time payments for customers 
who largely expect such assistance and 
the inability to establish adequate 
dealer outlets.” 


More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat ‘these successes will be found in 


INCREASING 


PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me /on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 





Some Thoughts on Bank Investment Policy 


By W. T. TripLett 
Vice-President, Seattle-Virst National Bank, Spokane and Eastern Division, 
Spokane, Washington 


N old banker who has long since 
A passed to his reward was once 
asked, “When are we going to 
have another panic?” He _ replied, 
“When we grow a new crop of bank- 
ers!” That statement was only partially 
true, although it did have a lot of meat 
in it. He might have added, “When our 
present officers have ceased to remem- 
ber.” For it is unquestionably true 
that after each panic or other unfor- 
tunate experience we hold up our hands 
and solemnly swear, “Never again!” 
And yet, let two or three years of good 
times go by, and we all forget the ex- 
periences of the past; we begin to do 
the same things all over again; we 
think we have entered a new era or are 
smarter than we were then and can 


handle the situation better; but old 
Father Time usually shows us we were 
right in the first place. 

Before any investment policy is de- 
cided upon a careful study of a bank’s 


deposits should be made. It is not 
enough to know that deposits today are 
a quarter of a million, or a million, or 
ten million. The question is, are they 
going to stay that way? And how 
are they made up? How are they di- 
vided as to demand deposits, time de- 
posits, public funds? Is any particular 
class of deposits vulnerable? Is there 
a constancy that may be reasonably 
depended upon? 

Constancy, by the way, is a fickle 
thing at best. At present deposits are 
inflated by three things, namely, the 
importation of gold (estimated at $4,- 
000,000,000), the issuance of Govern- 
ment bonds and notes, an increase in 
the price of farm commodities. Who 
knows what five years will reveal? We 
do know that when the Government be- 
gins to pay off its bonds, deposits as a 
Whole will shrink just that much; we 
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do know that deposits of banks in farm- 
ing and livestock sections go up and 
down with the prices of these commod- 
ities; and we suspect that when the so- 
cial security program of the Govern- 
ment gets into full swing, some years 
from now, deposits will dry up to the 
extent of the amount invested in Gov- 
ernment securities. So, after all, each 
bank must study its own situation well 
before it can outline any investment 
policy. 

Unquestionably there is a point sufh- 
ciently stable within which ordinary in- 
vestments may be made in safety and 
comfort. Anything above that should 
be invested only in maturities within 
the expected life of the deposits. This 
means, of course, short-time bonds or 
commercial paper of the highest quality 
and marketability. The rate of interest 
on that class of security will be neces- 
sarily low; but that does not matter— 
money is only a commodity, and if we 
get the going price for it we have to be 
satisfied. Many banks refuse to invest 
in short-time paper because rates are so 
low. They forget that money rates are 
just like the prices of wheat and cattle: 
they are governed by the law of supply 
and demand. 


First Duty to Depositors 


Charity begins at home. A _ bank’s 
first duty is to its depositors and to its 
stockholders. Years ago when I started 
in the banking business in a little 
country town down in Missouri, the old 
gray-haired cashier said to me: “When- 
ever you lend any money or invest any 
money, or even handle any money, re- 
member this: it is not your money and 
some day you are going to be asked 
for it. Always keep yourself in a po- 
sition where you will be able to give it 
to the owners when they come.” But 
how are we going to do that? Congress 


297 





298 


almost solved the problem for us when 
they made it possible for us to obtain 
money from the Federal Reserve banks 
on almost any sound assets, but not 
quite. When they said “sound asset” 
they put a man-sized job up to you and 
me. 

Before any investments are made at 
all a reasonable amount should of 
course be set aside for reserve purposes. 
The percentage will naturally hinge on 
the fluctuations and the vulnerability of 
the deposits. In a payroll community 
this fluctuation will be greater than in 
a farming community, but most banks 
feel that to be comfortable they should 
have a reserve of from 20 per cent. to 
25 per cent. In very stable banks this 
amount could be reduced somewhat if 
a quick moving, easily convertible sec- 
ondary reserve were carried. But that 
sort of reserve would yield very little in 
times like these and is hardly worth 
while. Anyway, with the increase in 
reserves recently made by the Federal 
Reserve Board, 20 per cent. to 25 per 
cent. is not far out of line, as very few 
bankers want to run themselves so close 
that the specter of rediscounting is just 
around the corner. 


Local Loans Come First 


Naturally, our first investment will 
be local loans, and these may be di- 
vided into two main classes: commer- 
cial loans, and mortgage loans. The 
words “commercial loans” cover a wide 
range of activities. The time was when 
banks tried to confine themselves so far 
as possible to short-time loans that were 
eligible at the Federal Reserve banks, or 
to loans collateraled by market stocks 
and bonds. They were not always suc- 
cessful, as a sizable percentage of 
“carry” loans ultimately crept into their 
pouches. Many of those loans were 
based on land equities and caused no 
end of grief when the critical time 
came. 

Now, with the facility for obtaining 
funds on any sound asset, it is no longer 
necessary to pay so much attention to 
the old standard of eligibility. As a 
matter of fact, with the refinancing that 


has been done by the Land Banks, and 
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the crop production and marketing 
loans that have been made and are be- 
ing made by other Government agencies, 
the supply of so-called eligible loans 
has dwindled to a whisper. Such loans 
are usually seasonal and of short dura- 
tion. There are, however, in every com- 
munity other longer time loans of a 
more fixed character that may be made 
with safety and profit. I do not mean 
equity loans, such as caused all the 
trouble during the years of the depres- 
sion, but loans made for specific pur- 
poses and repayable at specific times 
from specific sources. In granting such 
loans it is not sufficient for the banker 
to accept the borrower’s program as 
outlined by him. Most prospective bor- 
rowers are too optimistic anyway. The 
banker should for the moment step over 
into the borrower’s shoes, examine the 
matter from every angle, and satisfy 
himself that the program is not only 
sound, but that repayment may be ex- 
pected at the times and from the sources 
stated. As a matter of fact, most of 
the losses sustained by banks in the past 
arose from one of three things, or all 
of them: lack of personal investigation 
at the time the loan was made; no well 
worked out, feasible plan of repayment; 
no follow-up after the loan was made. 
Let us profit by the experiences of the 
past. 


A bank 


Now as to mortgage loans. 
may safely invest a reasonable portion 
of its time deposits in that class of se- 


curities if it can get them. Many will 
no doubt disagree with me, but I feel 
that the present national bank regula- 
tion of 60 per cent. and ten years with 
regular amortization is just about as 
far as a bank ought to go unless it has 
the Government or some other strong 
factor behind the loan. All you have 
to do is look back to the record of sav- 
ings and loan societies, and to the rec- 
ord of many otherwise well run banks 
for that matter, and see how much real 
estate they acquired and how much they 
had to charge off during the depression, 
to convince yourselves that high per- 
centage, long time loans are full of 
dynamite. Why? Because conditions 
change so rapidly. 
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Included in loans of course are 
bankers’ acceptances and commercial 
paper. Very few of the smaller banks 
invest in bankers’ acceptances for the 
reason that the rates are almost pro- 
hibitive. But many of them do carry 
sizable blocks of commercial paper in 
their pouches. Personally, I am a strong 
believer in commercial paper, even in 
times when rates are very low. It is 
possible to obtain maturities that will 
result in a constant flow of funds com- 
ing in, and there is no fluctuation in 
the value of the security. Losses on that 
class of loan during the boom and de- 
pression were practically nil, and the 
holders received the full earning rate 
on them. I believe a bank can well 
afford to carry 5 per cent. to 10 per 
cent. of its deposits in commercial 
paper. 

Another form of investment that is 
available in some communities is 
municipal warrants. The standing of 
the municipalities is usually well known 
to the local bankers and very little risk 
is involved. Unfortunately, the supply 
of such warrants is all too small. 


Availability and Moderate Risk 


We have now disposed of the froth, 
the cash reserves, and the loans, includ- 
ing commercial paper and warrants. 
This brings us down to the main body 
of funds the banker is unable to invest 
locally but which he needs to invest to 
provide earnings. How to invest those 
funds and still have them available in 
case of need without too much risk is 
a problem. Unfortunately, most banks 
find themselves with the largest amount 
of idle funds at a time when other in- 
vestors have already sharpened the 
market and forced prices up so high 
that a large premium has to be paid 
to get what they want. That would 
make no particular difference if the 
bank were prepared to carry the bonds 
through to maturity. It could use part 
of the coupon income to amortize the 
premium and all would be well. But 
too often that does not work out for the 
very good reason that a bank has to 
meet unexpected decreases in deposits, 
and if it is going to function as it 


Savings: 


Bankers are acting on the 
advice they have always given 
industrialists. They are meet- 
ing lower gross earnings by 
cutting operating costs. Re- 
planned banking quarters have 
effected needed savings for 
scores of banks in the last three 
years. Write us for illustra- 
tions — no obligation. 


TILGHMAN MOYER CO. 


The Design, Construction and 
Equipment of Bank Buildings 


ALLENTOWN, PENNA. 


should, it must lend funds to its de- 
positors when they need them. Both 
of these conditions usually occur about 
the same time. The banker has to sell 
his bonds to meet the situation. When 
he goes to market them he finds that 
the same condition which confronts him 
has appeared in other parts of the coun- 
try and that interest rates have stiffened 
to such an extent that he has to take a 
loss. That could easily happen in the 
not too distant future. According to 
my understanding the new requirements 
will leave only a half billion or so of 
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excess reserves. That sounds like a lot 
of money, and it is, but it loses its force 
when it is spread out among the mem- 
bers of the Federal Reserve System; 
then, too, it is not evenly spread. The 
excess reserves of a great many banks 
are going to be whittled right down to 
the bone, and any material slump in 
deposits or request for loans or increase 
in commodity prices will move them to 
sell bonds. True, they can now use 
those bonds for their sound value as 
the basis of credit at their Federal Re- 
serve banks, but this is not a pleasant 
situation, as depositors do not take 
kindly to too much borrowed money, 
and sooner or later they may have to 
sell them anyway. 

One school of bankers holds that un- 
der the new rulings it will always be 
possible to obtain par on Government 
issues through the Federal Reserve 
banks, and that seems to be a logical 
conclusion. If it is, then we would all 
be wise to write our governments down 
to par just as fast as possible, using 
more than the ordinary amortization for 


that purpose and certainly plowing back 
into reserves the premium on bonds sold 
instead of putting that premium into 


current earnings. Personally, I would 
not confine myself to governments, but 
would follow that course on all classes 
of bonds, municipals, railroads, cor- 
porates and utilities alike. It might re- 
sult in somewhat lean earnings at first, 
but with our pouches cleaned up the 
way they are now we could get along 
with less earnings for a while, and 
when we had written the bonds down 
to par, our current income would move 
right up. It would certainly put us in 
a comfortable position. 


Fluctuation of Interest Rates 


Interest rates are going to fluctuate 
through the years in a more or less 
wide range, just as they have in the 
past, and this means that prices of 
bonds wiil fluctuate with them, par- 
ticularly high premium bonds. Con- 
ceivably they could even drop below 
par. So why not write off the pre- 
mium while we do not have to absorb 
other losses? No doubt our incomes 
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for the next few years will be more 
from bonds than from loans, because 
we will have more bonds in our pouches 
than loans. If ratios mean anything, 
our losses should be greater on our 
bond accounts, including depreciation, 
than on our loans. Why, then, is it 
not good business to use part of the 
income from our major asset, namely, 
bonds, to write down that asset and an- 
ticipate losses if they do come? Then, 
too, such a policy would provide a res- 
ervoir that would enable us to sell our 
poorest bonds before they shrank too 
much, and hold our good bonds until 
the last. As good bonds usually de- 
preciate less than poor bonds, not only 
would our losses be less, but we would 
be in a much more strategic position 
to obtain funds. 


The Kind of Bonds to Buy 


Now as to the kind of bonds to buy 
—I am no oracle, and many will not 
agree with me. It happened to be my 
good fortune to be connected with a 
bank which went through the depression 
with very few losses in its bond ac- 
count, and what I have to say is a page 
from the book of experience rather than 
any well thought out, scientific theory. 


First of all, I would confine myself 
to the very highest grades of bonds. 
This means governments, municipals, 
and a few of the best corporates. | 
would buy to hold and not with the ex- 
pectation of taking a market profit. To 
do this I would stagger my maturities 
so as to insure a steady flow of funds 
coming in, setting the longer maturities 
up against my time deposits. I would 
invest in larger blocks of a few top- 
notch issues rather than a wide diver- 
sity of issues. A pouch full of mis- 
cellaneous issues is hard to keep up 
with, and is not a particularly pleasant 
thing to behold. I would try to buy 
bonds that in case of necessity I could 
sell without too much loss, or that 
would look so good to my correspond- 
ents that they would be willing to lend 
me money on them. In fact, I should 
like to have bonds that I could feel 
just a little cocky over when I showed 
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them to my correspondents or the bank 
examiner. 


The rates of interest on those kinds 
of bonds would of necessity be the low- 
est, but that would not disturb me. I 
should rather have a lower income now 
than a big loss later on. After all, the 
reason rates are so low is because a lot 
of other shrewd bankers and investors 
are also bidding for the securities. Re- 
member this: the very lowest rate se- 
curity is the bogey at which we are all 
shooting. When you wander a long 
way from that security, “stop, look and 
listen.” Watch for the red light when 
someone offers you a 4 per cent. bond 
in a 1 per cent. market. 


I would split up my investment funds 
about like this: one-third short term 
governments, one-third medium term 
governments, and one-third municipals 
and corporate issues, mostly municipals, 
as I feel the ordinary banker does not 
have the facilities necessary to pick out 
good corporation bonds. Right here 
let me say that there is a strong pos- 


sibility that banks may have to turn to 
corporation bonds or some other kind 


of investment one of these days. The 
American people are wondering what 
is going to happen when the social se- 
curity program becomes fully operative. 
Many well posted bankers and other 
investors believe that program will ab- 
sorb a large percentage of the Govern- 
ment issues and take them out of cir- 
culation. If that happens, governments 
should increase in value, particularly 
long-time governments, and through 
scarcity make it necessary for banks to 
seek other forms of investment. 
Someone will immediately ask, 
“What is a short-term government?” 
Here again is a wide difference of 
opinion. For myself, I consider up to 
five or six years short-time maturities, 
and from six to twelve years medium 
to long-term. Certainly if you can get 
those bonds on your books at par you 
ought to be safe enough. Another thing 
—I have a feeling that if the market 
begins to slide the longer governments 
will stand up better than the shorter 
ones. Municipals are something else. 
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They usually are allocated to the time 
deposits which are fairly stable, and a 
bond up to fifteen years is not out of 
line. 

In conclusion, if I were a country 
banker—and I am one—I would make 
the fullest use of my correspondents in 
checking my investments. I would not 
let any salesman rush me into buying 
a bond—I would take time. to investi- 
gate. It is a strange thing, but I know 
many bankers who bought hundreds of 
thousands of dollars worth of second 
or third grade bonds during the boom 
years without ever asking their corre- 
spondents anything about them, and the 
ultimate loss was enormous. Those 
same bankers would spend a_ week 
checking up on a farmer before they 
would let him have $2500. Yet, they 
would buy a $5000 bond without bat- 
ting an eye and without knowing any- 
thing about it. In those days some of 
their correspondent banks sold bonds 
themselves, and maybe that caused 
them to hesitate to ask for advice. At 
least it was a good talking point for 
the bond salesman. That condition no 
longer exists, and it ought to be pos- 
sible now to get some real help. 

The city correspondents are not do- 
ing much else for you these days. Why 
not put them to work? Maybe their 
advice is not worth anything, but on 
the other hand, “Even a blind sow gets 
an acorn once in a while.” And I 
would not confine my inquiries to one 
correspondent if I had more than one. 
I would send the list to all of them, 
tell them how my deposits were segre- 
gated, tell them what my loan require- 
ments were, and ask them to analyze 
my position for me. If any one of them 
took serious objection to any bond I 
had, I would get rid of it on general 
principles. And I would send the list 
to them at least once a year for another 
look. You would not make a long- 
time loan and put it to sleep—you 
would follow it up carefully to see that 
it was kept in good standing. The same 
thing applies to bonds. They do go 
sour once in a while, you know. Make 
those correspondents of yours work for 
their money! 





THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office - 55 WALL STREET - New York 


Condensed Statement of Condition as of March 31, 1937 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers $ 471,801,666.90 
United States Government Obligations (Direct or Fully 

Guaranteed) 427,893,576.53 
State and Municipal Bonds 136,226,572.32 
Other Bonds and Securities 137,680,480.57 
Loans, Discounts and Bankers’ Acceptances 619,537,301.13 
Customers’ Liability Account of Acceptances 27,904,502.94 
Stock in Federal Reserve Bank 3,637,500.00 
Ownership of International Banking Corporation 8,000,000.00 
Bank Premises 51,791,126.85 
Other Assets 9,418,144.53 


$1,893,890,871.77 


$1,688 ,450,919.89 
Liability as Acceptor, Endorser or Maker 
on Acceptances and Bills $58,288,166.60 
Less: Own Acceptances in Portfolio... 8,452,286.34 49,835,880.26 


Items in Transit with Branches 7,067 ,441.99 
Reserves for: 
4,631,139.52 
8,156,115.59 
1,550,000.00 
$77,500,000.00 
43,750,000.00 
12,949,374.52 134,199,374.52 


$1,893,890,871.77 








Figures of Foreign Branches are as of March 25, 1937. 


Securities carried at $68,486,932.31 in the foregoing statement, consisting of United States 
Government Obligations, $30,925,872.42, State and Municipal Bonds, $27,281,779.31, 
and Other Bonds and Securities, $10,279,280.58, are deposited to secure public and trust 
deposits totaling $41,070.743.35 and for other purposes required by law. 


(Member Federal Deposit Insurance Corporation) 

















The Outlook for American Trust Business 


By Tom K. SMITH 


President, American Bankers Association 


IEWED in the perspective of the 

years that have gone, trust business 

has made a notable record. It 
has been conducted by men of ability 
and high ideals who have handled 
many thousands of accounts, involving 
hundreds of millions of dollars, and 
who, with very few exceptions have 
done a good job. These exceptions 
sometimes make the headlines, but 
they are not representative of trust de- 
partments as a whole. 

The future of trust business depends 
upon many things, some of them within 
the control of trust men and some be- 
yond their control. 

The first and most important factor 
is the maintenance of high standards 
in trust work. With this goes the neces- 
sity of seeing to it that the actual per- 
formance of trust duties is lodged in 
the hands of competent, trained per- 
sonnel who will be alert to discover 
new and better methods in trust service. 
This combination of high standards 
and capable personnel is the secret to 
success in trust business wherever there 
is an adequate opportunity to serve. 

But it will be increasingly difficult 
to maintain standards and retain proper 
personnel in those communities where 
there are too many trust departments 
for the volume of trust business—actual 
and potential—in the community. We 
have just passed through a period when 
it was the style for a bank to have a 
trust department. Weak trust depart- 
ments existing under such conditions 
cannot hope to be profitable, and they 
probably will continue to be a constant 
drain on the bank of which they are a 
part. In such cases there may be a 
temptation to cut down costs by em- 
ploying untrained personnel, or an at- 
tempt to get volume by taking trust 
business at inadequate fees. Here is a 

Condensed fromm an address to the Mid- 
Winter Trust Conference. 


question that needs to be fairly faced 
by the presidents of banks with trust 
departments that show a continual loss 
from year to year. Unless high-grade 
trust service can be maintained, the de- 
partment should be discontinued. 


Banks wishing to inaugurate a new 
trust department should first make sure 
of their ability to serve. This question 
of new trust departments is one which 
I suspect is already under considera- 
tion by at least one of the govern- 
mental agencies involved in the grant- 
ing of trust powers. 


In considering the future of trust 
business, it would be wise to stop for a 
few moments and consider two or three 
points that should have attention if trust 
business is to make the progress that 


seems possible. The public seems con- 
fused over some of the terminology fre- 


quently used in trust business. Take 
for example the word “trust.” A casual 
observer would naturally think that an 
institution which called itself the 
X Bank and Trust Company had an ac- 
tive trust department, but this does not 
follow at all. There are several states 
that require their state-chartered banks 
to include the word “trust” in their title, 
even though they do not have trust de- 
partments, and have no intention of 
starting them. The resultant misunder- 
standings are often costly. 

The same confusion surrounds the 
word “trustee.” It is used in connec- 
tion with many different kinds of serv- 
ice. It is used in debenture issues where 
the so-called trustee has no duties ex- 
cept in case of default. It is used in 
other bond issues when the duties are 
really those of a fiscal agent. It is used 
when the duties are very limited. But, 
however large or small is the respon- 
sibility assumed, when the bonds are 
offered to the public, the name of the 
corporate trustee appears on the bond 
circular, followed closely by the all in- 
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clusive word “trustee,” with no explan- 
atory note outlining the responsibilities 
assumed. — 

We hear a great deal these days about 
investment trusts. Some of the pub- 
licity has not been favorable to them. 
But whether the news is favorable or 
unfavorable, many of the public con- 
fuse them with trust companies because 
the word “trust” is a part of their name. 
Nearly all of these investment trusts 
operate under an indenture, and some 
use a corporate trustee and request a 
very high standard of trust service, 
while others use a corporate trustee for 
little more than custody of the under- 
lying securities. 

Under consideration also is the com- 
mon trust fund idea, which is designed 
to provide better investment service for 
small trusts and funds. New regula- 


tions permitting and governing com- 
mon trust funds are under considera- 
tion by the Federal Reserve Board, and 
in many states additional legislation 
will also be necessary before common 
trust funds can be operated. 


We know that the common trust fund 
operated and directed by trust com- 
panies for the benefit of small trusts 
and funds, and for the investment and 
safety of which the department is defi- 
nitely responsible as trustee, is a totally 
different enterprise from the investment 
trust which is operated and directed by 
others not connected with the trust 
company, and over which such a de- 
partment has little influence. But un- 
less great care is used in the presenta- 
tion of the common trust fund idea to 
the public, they will not grasp the dis- 
tinction and will become even more 
confused than they are at the present 
time. 

The codperation of all trust depart- 
ments is needed to solve the problems 
mentioned and to clarify these terms so 
that the trust business may grow un- 
hampered by public misunderstanding. 

The question of adequate fees for 
various trust services is a difficult one 
since costs have grown because of the 
increasing duties laid on trust depart- 


ments by tax authorities, and because 
of the greatly enlarged departments for 
security analysis, while income and fees 
have fallen off. But I believe that the 
public will be just and fair, and will 
pay adequate fees for services rendered 
if the trust department can show its 
costs and present its facts fairly. 

The report of the Securities and Ex- 
change Commission has already been 
much discussed by the members of the 
special committee of the Trust Division 
in conjunction with others from the 
American Bankers Association. They 
have proceeded in their conferences on 
the broad basis that the objectives of the 
commission and the corporate trustee 
were identical, the desire of both being 
to give every fair and reasonable pro- 
tection to investors. The only differ- 
ence of opinion lay in the method and 
the extent to which the corporate trus- 
tee would be charged with responsibility 
in the matter. It is recognized by all 
parties that nothing should be done to 
deprive corporations or investors of the 
services of a sound and responsible 
trustee, and to me this means that the 
association of banking and trust busi- 
ness should not be disturbed. 

What then is the outlook for Ameri- 
can trust business? I believe it to be 
very promising indeed. Confidence in 
banks is being restored, and the same 
is true of trust departments. The ever 
more confusing tax situation, the com- 
plicated and constantly changing in- 
vestment problem, and the conditions 
nationally and internationally which 
make the future so uncertain are caus- 
ing many men of means to seek the 
assistance of trust companies in refer- 
ence to estate management and in plan- 
ning their entire estate programs. This 
call for help will be an increasing one 
in direct proportion to the trust depart: 
ment’s preparedness to meet it with 
brains and ability. Trust service in all 
its phases has just begun to develop 
and ten years from now we will prob- 
ably look back and wonder why any 
question was ever raised regarding the 
future of trust business. 
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Credit and Monetary Policy of the 


Federal 


Reserve 


By MarRINER S. ECCLEs 


WISH to correct erroneous interpre- 

tations which have been circulated 

with reference to my position on 
credit and monetary policies. 

I have been and still am an advo- 
cate of such a policy so long as there 
are large numbers of people who are 
unable to find employment in private 
industry, which means that the full 
productive capacity of the nation is not 
being utilized. Under such conditions 
to restrict the available supply of capi- 
tal and thus to make it difficult, if not 
impossible, to employ these people 
would not only be anti-social but un- 
economic. 

I do not believe that sharp price rises 
in certain basic commodities should be 
controlled at this stage of the recovery 
by a restrictive money policy which 
would tend to freeze and might bring 
about an actual reduction in the total 
volume of employment and production. 
The price rises to which I refer are the 
result primarily of non-monetary fac- 
tors, including the foreign armament 
demands, strikes and monopolistic prac- 
tices by certain groups both in indus- 
try and organized labor. These condi- 
tions have, in turn, led to speculative 
security and commodity buying, which 
serves to accelerate the price advances. 

Money must be used as the servant 
to increase production and employment 
at home and not to restrict employment 
and production at a time when the na- 
tional income is still many billions be- 
low what it has been in the past and 
many more billions short of what it 
could and should be in the future. 

_ Therefore other means than a restric- 
tive money policy must be used under 
present conditions to control unwar- 
ranted price advances, which result in 
the rise of the cost of living. 

he way to control unjustifiable price 
advances is by increasing production. 


This can be done so long as there is 
idle labor willing to work, so long as 
there are unused natural resources and 
an abundance of money at reasonable 
rates. All three of these conditions are 
present at this time. 


U. S. Money Supply Ample 


With reference to the volume of 
money, after the full increase in reserve 


This is the text of a statement re- 
leased by Chairman Eccles of the 
Federal Reserve Board last month 
outlining his views on the monetary 
and credit policy of the Federal Re- 
serve System with respect to money 
rates. It deserves careful study by 
all bankers on account of its bear- 
ing on bank investment policy.— 
EDITOR. 


—s~e 


requirements goes into effect on May 1, 
there will be more bank deposits and 
currency in circulation by fully two bil- 
lion dollars than at the peak of 1928 
and 1929. There will also be excess 
reserves upon which billions of further 
credit can be extended by the banks 
without the need for borrowing from 
the Federal Reserve banks. In other 
words, the supply of money to finance 
increased production at low rates is 
ample. Furthermore, with the ample 
reserves of the Federal Reserve banks 
additional supplies of money can be 
made available when needed to finance 
expanded production at reasonable 
rates by the purchase of Government 
securities in the open market. At the 
same time the Reserve System has in- 
struments for controlling directly the 
diversion of bank credit into security 
speculation. 
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With reference to labor, numerically, 
there are still millions of unemployed 
people able and willing to work and 
several millions more engaged on pub- 
lic works who could be diverted from 
public to private’ payrolls. But there 
is approaching a special problem of 
skilled labor shortages developing in 
certain fields. 

This situation should be anticipated 
and met as rapidly as it develops by 
releasing skilled workers from public 
to private employment and by voca- 
tional and increased apprenticeship 
training. 

Finally, there was not at the peak of 
1929 and there is not now any lack of 
raw materials and natural resources to 
furnish the means of production. 


Country Needs Co-operation for 
Production 


Under such conditions the country 
needs the full and coérdinated utiliza- 
tion of the three essential factors of 
man power, natural resources and capi- 
tal until we have attained a maximum 
production and distribution of real 
wealth in the form of housing, clothing 
and all other goods necessary to main- 
tain and improve the standard of liv- 
ing of all of our people. It is not sound 
public policy and it is not in the ulti- 
mate interest of either capital, labor, 
or agriculture for any one of the three 
groups, broadly speaking, to try to 
gain an advantage at the expense of the 
others, which only makes for instability 
of the national economy and hence is 
bound to be temporary. 


Increased wages and shorter hours 
when they limit or actually reduce pro- 
duction are not at this time in the in- 
terest of the public in general or in the 
real interest of the workers themselves. 
When wage increases are passed along 
to the public, and particularly when in- 
dustries take advantage of any existing 
situation to increase prices far beyond 
increased labor costs, such action is 
short-sighted and an indefensible policy 
from every standpoint. 

Wage increases and shorter hours are 
justified and wholly desirable when 
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they result from increasing production 
per capita and represent a better dis- 
tribution of the profits of industry. 
When they retard and restrict produc- 
tion and cause price inflation, they re- 
sult in throwing the buying power of 
the various groups in the entire econ- 
omy out of balance, working a particu- 
lar hardship upon agriculture, the 
unorganized workers, the recipients of 
fixed incomes and all consumers. The 
upward spiral of wages and prices into 
inflationary price levels can be as dis- 
astrous as the downward spiral of de- 
flation. If such conditions develop, the 
Government should intervene in the 
public interest by taking such action as 
is necessary to correct the abuses. 

The remedy for a price inflation 
when the country has unused man 
power, natural resources and capital is 
through more, not less, production, 
through an orderly, balanced use of 
these three fundamental factors and not 
by creating a needless, artificial short- 
age of any one of them. 

What, then, is the function of the 
monetary authorities of the Govern- 
ment? It is to help bring about and 
maintain the essential element of an 
adequate supply of funds at reasonable 
rates to call forth and facilitate pro- 
duction and distribution. A policy of 
easy money in order to make available 
an adequate supply of capital at reason- 
able rates cannot, however, of itself 
succeed in maintaining a stable econ- 
omy. The Federal Reserve System, 
which is an arm of the Government, is 
powerless to maintain a stable economy 
unless other essential non-monetary 
factors necessary to stability are 
brought into line either by private in- 
terests or by the Government. The Fed- 
eral Reserve System has exerted the 
greatest possible influence to bring 
about and maintain easy money condi- 
tions as a necessary integral part of 
the recovery movement. An ample 
supply of funds at reasonable rates ex- 
ists and will exist after the increased 
reserve requirements take full effect on 
May 1. So far: as I am concerned, I 
am convinced that such a supply of 
funds should continue to be made 

















full recovery and help to maintain it. 


Would Continue Relief; Balance 
Budget 


Under present conditions of an accel- 
continued easy 


erating recovery, a 
money policy to be successful in achiev- 
ing and maintaining a balanced recov- 
ery must be accompanied by a prompt 
balancing of the Federal budget and 
the subsequent retirement of public debt 
by the Government in relationship to 
the expansion of private credit. 

I have not been and I am not now 
in favor of balancing the budget at the 
expense of the destitute and the unem- 
ployed who are unable to find private 
employment, but I am in favor of in- 
creasing taxes on incomes and profits 
if necessary to sustain the volume of 
relief and at the same time bring the 
budget into balance and permit the 
paying down of public debt as private 
debt expands. Only by this process can 
monetary inflation be prevented. 

If, in the meantime, however, stable 
recovery is endangered by unwarranted 
price and cost increases arising from 
non-monetary causes they must be com- 
bated by other than monetary means. 
To resort to monetary restraints under 
such conditions would involve the risk 
of halting recovery and precipitating 
another deflation before we have recov- 
ered from the last one and before the 
Government is in position to bear the 


costs of it without causing a monetary 
inflation. 


Opposes Tight Money ‘‘At This 
Juncture’’ 


I cannot favor at this juncture the 
remedy of “tight money” and high in- 
terest rates, to reach special conditions. 
Such a remedy if invoked now in the 
attempt to control unjustifiable and 
monopoly created prices would result 
in a reduction of the nation’s buying 


power. Otherwise this remedy would 
not be effective in bringing prices 
down. A decline in buying power 


would, in turn, result in increasing the 
already large volume of unemployr ment 
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available at rates that will encourage 





















































MARRINER S. ECCLES 


which would have to be supported out 
of public funds and in a decrease in 
the national income, with the conse- 
quences that the budget would be 
thrown hopelessly out of balance. 

The remedy lies not in a restrictive 
monetary policy, but in vigorous Gov- 
ernment intervention with all the 
powers at its command to deal directly 
with the causes that might endanger the 
progress of a stable and enduring re- 
covery. 

Quotes President 


With reference to these broad policies 
in connection with the budget and Gov- 
ernment finances, the President stated 
in his budget message in January: “We 
shall soon be reaping the full benefits 
of these programs (to combat the de- 
pression) and shall have at the same 
time a balanced budget that will also 
include provision for reduction of the 
public debt.” And in his radio address 
on March 9, the President said: “In 
1933, you and I knew that we must 
never let our economic system get com- 
pletely out of joint again—that we 
could not afford to take the risk of an- 
other great depression. We also be- 
came convinced that the only way to 
avoid a repetition of those dark days 
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was to have a Government with power 
to prevent and to cure the abuses and 
the inequalities which had thrown that 
system out of joint. We then had a 
program of remedying those abuses and 
inequalities—to give balance and sta- 
bility to our economic system—to make 


The Government's 
DDRESSING the regional banking 


conference recently held at Port- 

land, Ore., Andrew Price, presi- 
dent of the National Bank of Commerce, 
Seattle, Wash., had the following to say 
relating to the lending activities of the 
Federal Government: 

“Unless we pause and contemplate 
the extent to which the Government has 
engaged in lending, we are apt to go 
about our daily affairs with little con- 
sciousness of the size of the Govern- 
ment’s participation in the field of 
credit. The aggregate volume of credit 
extended by these agencies exceeds 37 
per cent. of the loans and discounts of 
the nation’s 15,000 commercial banks. 
At the end of September, 1936 (the 
latest available figures), total outstand- 
ing credit of these Federal agencies 
amounted to approximately eight and 
one-quarter billion dollars. 

“Nor is the influence of the Govern- 
ment in the lending field limited to the 
loan volume of the agencies. By stock 
ownership representing an investment 
by the Government of three-quarters of 
a billion dollars in banks, trust com- 
panies, insurance companies and build- 
ing and loan associations, the Govern- 
ment has a directing voice in institu- 
tions which themselves have a large 
volume of credit outstanding. 

“The thirty-six agencies which now 
constitute the Government’s lending 
channels were supplied with capital di- 
rectly or indirectly by the Government 
and many of them in addition are sup- 
ported by annual appropriations. In 
spite of the fact that several of these 
agencies have been scheduled for dis- 
continuance and the volume of loans 
has tended to decrease since last May, 
it is interesting to note that the present 
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it bomb-proof against the causes of 
1929.” 

A policy of monetary restraint at 
this juncture would be calculated to 
prevent attainment of this objective of 
balance and stability in our economic 
system. 


Lending Activities 


Congress has already appropriated for 
so-called emergency agencies over sixty 
million dollars. This represents a heavy 
increase over the appropriations for the 
1937 fiscal year. 

“If, in spite of repeated assurances 
to the contrary, we are to contemplate 
that these emergency governmental lend- 
ing agencies are to be continued as 
permanent parts of our financial sys- 
tem, we must by the same token con- 
cede that we are confronted with a con- 
dition of state capitalism.” 


© 


URGE NEW CENTRAL MORTGAGE 
BANK 


PROBABILITY that we are on the verge 
of a new period of building construc- 
tion and of real estate mortgage financ- 
ing gives particular emphasis to the need 
of establishing at this time a central 
agency within the mortgage financing 
field that will give the best control 
possible for safeguarding and stabiliz- 
ing long-term mortgage lending and the 
flow of mortgage money. This opinion 
is expressed in a statement recently re- 
leased by the National Association of 
Real Estate Boards. 

Such an agency is provided for, it is 
pointed out, in the Wagner-Pepper bill, 
now before Congress, which contem- 
plates the establishment of a central 
mortgage discount bank. The latter 
would be owned by the mortgage lend- 
ers (persons, partnerships, funds, cor- 
porations, associations and banking and 
other institutions), that would become 
its members, but with proper govern- 
mental supervision. Its discount fa- 
cilities would be available to all types 
of sound urban mortgages. 








S long as the profit element in the 
business of banking will depend on 
the lending of money, the ques- 
tion of collateral to be obtained from 
the borrower is of the greatest impor- 
tance. 

While national banks usually make 
loans based on the assets and liabilities 
of the borrower and not entirely on col- 
lateral, state banks are now permitted 
to do likewise, although the latter have 
restricted this type of loan. 

In many of the cases the individual 
negotiating the loan is himself a good 
moral risk. He may be the guiding 
spirit of a thriving business or industry, 
or a partner in the partnership that de- 
sires credit, or the head of a corpora- 
tion negotiating such loan. As long 
as that person remains in business, or 
is connected with the particular indus- 
try, the bank may feel that there is no 
need to worry about the security for 
the payment of the loan. 

In the type of loan not based on col- 
lateral, but on the ability and integrity 
of the borrower, either for himself or 
as agent for a partnership or corpora- 
tion, it will be incumbent on banks to 
seek a different kind of security, which 
will in no way tie up the assets of the 
lender. This is in the form of assign- 
ments of life insurance policies from 
such borrower to the bank making the 
loan. 

In the event of the death of such bor- 
rower, the bank will be reimbursed to 
the extent of the insurance, under some 
conditions, but in all circumstances to 
the extent of the debt and _ interest 
thereon, if the policies of insurance so 
assigned cover this amount. This will 
avoid complications with the courts ad- 
ministering the individual’s estate, or 
the necessity of such bank becoming a 
creditor in bankruptcy or receivership 
proceedings. 

The subject of assignments of insur- 
ance policies to such banks as collateral 


Insurance Assignments to Bankers 


By Ase J. GoLpINn 
Member of the Philadelphia Bar 








for a loan is a very important one, and 
the principles relating to such assign- 
ments are not very clearly understood. 

The first question to be determined 
is: Should the borrower obtain the 
policy of insurance and assign it to the 
bank, or assign to such bank insurance 
already covering the life of the bor- 
rower? Or should the bank take out the 
insurance in the name of the borrower, 
the latter to pay the premiums thereon 
during the continuance of the debt and 
after an assignment is effected? The 
question of insurable interest in either 
case will not arise, because of the 
creditor-debtor relationship, unless it 
savors of a wagering contract. 

Insurable interest is the interest that 
a beneficiary has in a person related 
by blood or law, an interest engendered 
by love and affection. In the case of 
other persons, insurable interest is a 
lawful economic interest in having the 
life of the insured continue, as distin- 
guished from the interest which would 
arise only by the death of the insured. 

One has an insurable interest in his 
own life, and may make any one he 
pleases his beneficiary. A creditor al- 
ways has an insurable interest in his 
debtor’s life, to the extent of the debt, 
interest, and expense incident to the 
maintenance of the policy, if the credi- 
tor pays the premiums. 

Aside from the borrower assigning 
his life insurance policy to the bank, 
or the bank obtaining the insurance on 
the life of the borrower, and having it 
assigned to the bank, third persons may 
assign their insurance to such bank for 
the debt of the borrower. 

The wife of the borrower may assign 
her policy to her husband, and he may 
in turn assign it to the bank to whom 
he is indebted where such debt is valid. 
The son of the borrower may make a 


1Wheeland v. Atwood, 192 Pa. 237, 43 
Atl. 946. 
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valid assignment of his insurance 
policies on his life as security for debts 
due from his father to the assignee.” 

A married woman who has obtained 
a policy upon her husband’s life, pay- 
able to her or her assigns, may assign 
it as collateral security. The wife of 
the borrower may assign her interest in 
a life insurance policy on her husband’s 
life, even though she may have a vested 
interest in it.4 

Whether the insurance is obtained by 
the borrower or the bank, on the life 
of the borrower, the assignment must 
be made in the manner required in the 
policy. The usual policy will not 
countenance an assignment as against 
the beneficiary named in it, unless it is 
in full compliance with its terms.® 
Where the assignment of the policy was 
prior to such assignment made payable 
to a beneficiary, the better practice is 
to obtain the consent of the bene- 
ficiary.© Of course, if the policy is 
payable to the estate of the insured, or 
is obtained by the bank, when it would 
be payable to the estate of such bor- 
rower, it is not necessary to obtain the 
consent of any one but the insurer and 
the insured. If the policy has a reser- 
vation in it permitting the insured to 
change the beneficiary, he may pledge 
the policy to secure a loan thereon, 
without the consent of any beneficiary.” 

The assignee of a policy of life in- 
surance acquires the same rights with 
respect to the insurance as the assignor 
had.S He takes it subject to such de- 
fenses as existed against the assignor 
when it was assigned.® 


—, 


* Bursinger v. Bank of 
Wis. 75, 30 N. W. 290. 

*Robinson v. Mutual B. 
16 Blatchf. 194 (Fed.). 

*Herr v. Reinoehl, 209 Pa. 483, 58 Atl. 862. 


* Frost v. Frost, 202 Mass. 100, 27 L. R. 
A., N. S. 184. 


Watertown, 67 


Life Ins. Co., 


*Brown v. Greenfield Life Asso., 172 
Mass. 498, 53 N. E. 129. 
‘Lamar Life Ins. Co. v. Moody, 122 


Miss. 99. 


* Eisenbach v. Mutual Life Ins. Co., 147 
N. Y. S. 962. 
. *Exchange Bank v. Illinois Life Ins. Co., 
187 Iowa 253, 174 N. W. 260. 
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The assignment must be made in good 
faith and must not be a wagering con- 
tract. In the case of a loan, it is made 
for the security of an existing and con- 
temporaneously incurred debt. If the 
parties agree, it will not only cover the 
existing debt but also additional loans 
made in the future.!° This principle 
is not countenanced in the Common- 
wealth of Massachusetts, despite such an 
agreement between the parties.1! An 
assignment of this type will also carry 
with it the additional insurance that the 
accumulated surplus earned by the 
policy will purchase.!* Such an assign- 
ment will not only secure the payment 
of the loan for which it was given, but 
will secure such renewals of the note as 
are required to carry it, in the absence 
of an intention to the contrary.'* 

As a general proposition, even though 
such assignment is absolute on its face, 
if given as security for a debt, it is con- 
sidered by the majority of the courts 
as only security for the money loaned, 
the interest, and the carrying charges. 
The balance must go to the estate of the 
insured. The assignee can only recover 
enough from such assignment in the 
event of the death of the insured to pro- 
tect his loan.'* 

In a very interesting case recently 
decided in Pennsylvania, the insured 
assigned a life insurance policy to his 
landlord-creditor, to whom he was in- 
debted for rent. The policy was as- 
signed “as interest may appear.” Prior 
to the insured’s death, further rents be- 
came due and were unpaid. The court 
held that the assignment was intended 
to secure the indebtedness due at the 
time when the policy matured, and that 
the assignee-creditor had a preferential 
right to the proceeds of the policy over 
the non-joining wife-beneficiary, where 

” Lake v. New York Life Ins. Co., 120 
La. 971, 45 So. 959. 


Herman v. Connecticut Mutual 
Ins. Co., 218 Mass. 181, 105 N. E. 450. 

2 Davis v. Equitable Life Assurance S0- 
ciety, 257 S. W. 353. 

* Corcoran v. Mutual Life Ins. Co., 183 
Pa. 443, 39 Atl. 50. 

* Page v. Burnstine, 102 U. S. 664. 
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ithe policy gave the insured the right 
to change the beneficiary.1® 

Where the creditor obtains insurance 
on the life of the borrower and it is 
assigned to such creditor as security for 
a loan, the transaction is legal and valid 
and this gives the creditor an oppor- 
tunity to enable him to enforce the pay- 
ment of the debt.1° As a general prin- 
ciple, policies so obtained are held by 
the lender only as security for what the 
insured owes the creditor when the 
policy was assigned, including such ad- 
vances as the lender afterwards may 
have made on account of it.'* This 
type of insurance is closely scrutinized 
by the courts, in order to determine 
whether or not it is a wagering contract. 

Pennsylvania has adopted what is 
known as the “yardstick rule” in de- 
termining what the creditor is entitled 
to when he obtains the policy on the 
life of the insured and it is assigned to 
such creditor by the insured. This rule 
has been severely criticized, and _per- 
haps ridiculed by other jurisdictions, 
but it seems to work out satisfactorily. 
It of course only applies where the 
creditor pays the premiums for the 
maintenance of the policy. It operates 
as follows: A creditor may lawfully 
take out a policy of life insurance on 
the life of the borrower, and, in the 
event of the death of such borrower, he 
will collect insurance which will be suf- 
ficient to cover the debt, plus interest 
for a period covering the life expect- 
ancy of the insured according to the 
Carlisle Tables. To this is added the 
cost of premiums paid by such creditor, 
based on what would have to be paid 
during the life expectancy of the bor- 
rower plus interest thereon under the 
Carlisle Tables.18 

If the amount so insured in the above 
case is excessive, it is a wagering policy, 


* Lemley v. McClure, 122 Pa. Sup. Ct. 225. 

“Curtiss v. Aetna Life Ins. Co., 90 Cal. 
245, 27 Pac. 211. 

*Cammack vy. Lewis, 15 Wall. U. S. 643. 

“Wheeland v. Atwood, 192 Pa. 237, 43 
Ati. 946, 


and the contract will be against public 
policy. The creditor will only be able 
to collect under these circumstances the 
premiums advanced to maintain the 
policy, the balance of the policy will be 
turned over to the estate of the in- 
sured.!® 

If prior to the death of the insured, 
a default is made in the payment of the 
debt, mattering little who obtained the 
policy, the assignee may, by giving the 
insured notice of his intention to re- 
deem the pledge, permit the insured to 
do so. If it is not redeemed by the in- 
sured, the creditor may place the policy 
up for public sale and sell it, provided 
that both the place and time of such 
sale is made as a matter of public no- 
tice.2° The creditor may sell it at pub- 
lic sale to the highest bidder for the 
purpose of realizing money to pay the 
debt which it secures, and such pur- 
chaser from the assignee will obtain a 
good title to the policy, and its pro- 
ceeds, in the event of the death of the 
insured, will be payable to such pur- 
chaser, even though he has no insurable 
interest in the life of the insured.*! 

Where there are options in the policy, 
the assignee may exercise them, where 
the assignment expressly confers au- 
thority to do so.?* 

In the event that the creditor sues the 
borrower on the debt and obtains a 
judgment, and such creditor has an as- 
signment of an insurance policy from 
the debtor “as interest may appear,” if 
the debt is still unpaid, and the cash 
surrender or loan value of the policy 
is sufficient to satisfy the judgment, the 
debtor must borrow enough on _ the 
policy to pay the debt. If he refuses 
to do so, the creditor may sue the in- 
surer and recover, thus cashing the 
policy, in liquidation of the debt.?? 





# Matlack v. Seventh National Bank, 180 
Pa. 360, 36 Atl. 1082. 


2 Diller v. Brubacker, 52 Pa. 502. 


2*Gordon vy. Ware National Bank, 132 
Fed. 44. 


2 Wilson v. Prudential Ins. Co., 123 Pa. 
Sup. Ct. 364. 





How $76,887,000 Was Lent 


A Record of the Working Capital Loans 
Made by New York Federal Reserve Bank 


An interview by Roy Dickinson with 
Wituiam H. Poucn 


President, Concrete Steel Company; Chairman, Industrial Advisory Committee, in the 
New York District of the Federal Reserve Bank 


OR a year and a half William H. 

Pouch has acted as chairman of 

the Industrial Advisory Committee 
in the New York District of the Fed- 
eral Reserve Bank, helping to make 
working capital available to manufac- 
turers who deserve it. He has passed 
upon loans aggregating $76,887,000. 
Business men were invited by the Gov- 
ernment to use Federal Reserve credit 
in the New York District, if they proved 
eligible. Of those making application, 


448 have been approved, thereby keep- 
ing thousands of men employed who 


otherwise would have been thrown out 
of work. Only about a half dozen of 
them have defaulted. 

I asked Mr. Pouch how much addi- 
tional working capital has been re- 
- quested by manufacturers who want to 
expand their market since the upturn 
started. He replied that inquiries for 
loans, which formerly ran as high as 
fifty a week, had dropped down to some 
three or four a week now. 

“I was wrong in my idea about how 
many people would be borrowing from 
the Federal Reserve Bank with expand- 
ing business,” Mr. Pouch said. “It 
seemed to me that with increasing sales, 
necessitating larger inventory and ac- 
counts receivable, business men would 
be applying for 13B loans to procure 
sufficient working capital for their new 
requirements. However such has not 
been the case. 

“One reason for this, I believe, is 
the fact that bankers are beginning to 
loosen up quite considerably on their 
idea of what constitutes a good loan. 
I think it marks the change in their at- 
titude from the old days. There was a 
time when a banker went only by a 
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balance sheet, by what appeared on the 
financial statement. But today many 
of them realize what many business men 
have been saying for years—that the 
financial statement of any industrial or- 
ganization is, among other things, very 
little more than the evidence of the de- 


This article which appeared origi- 
nally in ‘‘Printers’ Ink’’ is reprinted 
by special permission. 


gree of success it has made in adopting 
a sound marketing program. It is the 
evidence of how healthy a completed 
marketing program has been, for ob- 
viously a company can’t make profits 
on goods that it hasn’t sold or does not 
know properly how to sell. 

“IT have known of cases where a 
banker lent a large sum of money to 
a well-known manufacturer in, let us 
say, the field of women’s shoes, where 
style is a dominating factor. In such a 
case the manufacturer’s financial state- 
ment might be especially good, and a 
series of his statements would show a 
successful performance dating back for 
many years. 

“According to all the accepted stand- 
ards of solvency in those days, he was 
a fine risk. Yet the banker who didn't 
look back of the financial statement 
overlooked an important fact, one that 
any one of several thousand dealers 
might have told him. The manufacturer 
I have in mind didn’t keep pace with 
the changing style trends. His whole 
success had been built upon mass pro- 
duction and cheap chain-store distribu- 
tion, whereas the new style vogue 
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demanded what was almost a custom 
job to please certain retail outlets ap- 
pealing, in turn, to a distinct class of 
customers. So swiftly did popular ap- 
proval desert his product that the result 
was almost like a submarine sinking a 
ship under full steam. 

“A year or so after the date of the 
supposedly safe-and-sound loan, this 
manufacturer—with a good financial 
statement stretching back many years— 
was upon the rocks and the bank found 
itself definitely in the shoe business. 
The banker had failed to recognize that 
marketing and management are the 
most important and at the same time 
ihe most unstable item in all profit- 
making efforts. There are more eco- 


nomic currents affecting them than affect 
almost any other part of the business. 
“Passing on the application to the 
Federal Reserve District for loans for 
working capital, we try to look behind 
the financial statement into the ability 
and skill in creating sales at a profit. 


“About a year ago a young man came 
in who was energetic, inventive and in- 
genious. He was in his early thirties 
and lived in a suburb. He had begun 
to make a new type of insecticide some 
three years earlier. It was a good prod- 
uct and the man knew how to sell it. 
But he had started in with little capital 
and found himself, at the end of 1934, 
without any means to buy raw material 
or to push the sale of the finished prod- 
uct. He needed tin to make the insect 
traps, money to do some advertising 
and to get stock ahead for the expected 
rush of orders that he knew would come 
from his sales and advertising efforts. 
While the local bank had a good opin- 
ion of him, it couldn’t be persuaded 
to make a loan for working capital pur- 
poses. Here was a good case for 13B, 
which was a section added to the Fed- 
eral Reserve Act, giving the Reserve 
banks authority to lend to established 
business enterprises on a sound basis 
for a period of not more than five years. 

“The Reserve Bank joined with the 
local bank in letting this small manu- 
facturer have $4000 to be repaid in five 
installments during the year. All five 
of those installments were paid on the 
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dot, the business is flourishing and the 
ants, roaches and other insects are suf- 
fering badly. 

“A manufacturer of air conditioning 
apparatus, on the other hand, borrowed 
more than $1,000,000, a portion of 
which he put into an aggressive sales 
and advertising program. He thereby 
increased his sales about 50 per cent., 
enabling him to show a substantial in- 
crease in net profit. Already the first 
payment has been made months ahead 
of its due date. 


“The difference between the case of 
that small insecticide manufacturer and 
the big shoe manufacturer I mentioned 
previously, indicates the new attitude 
on the part of bankers that is one fac- 
tor making the number of requests for 
loans so much less than a year ago. 
Advertising is one of the important 
factors in a concern’s ability to earn 
money with which to repay loans. Mod- 
ern marketing and sound management 
are a definite part of creating the final 
sale from which all profits come. If 
the public ceases to value a manufac- 
turer’s name, especially in the case of 
consumer goods, and begins to ease off 
on his products and ask for someone 
else’s, the retailer, seeing the demand 
dying, fails to buy. The loan isn’t re- 
paid, the manufacturer fails. 

“The banker, it seems to me, should 
no longer ignore the sales and market- 
ing direction of the company to which 
he is willing to lend money. In the 
past, he could, or at least did, ignore 
the marketing methods of his customers 
in many Cases. 


“But that was in day when the chan- 
nels of distribution and the methods of 
purchasing on the part of the consumer 
were far more stable than they are to- 
day. The day will come and come soon, 
I believe, when a careful examination 
of management covering the sales pro- 
gram, a carefully planned sales and ad- 
vertising budget will mean a great deal 
more to a banker passing on a loan. 
I see signs of that in all directions. 

“As this realization of the vital im- 
portance of good selling methods be- 
comes clearer to bankers, I believe we 
will see even a quicker rebuilding proc- 
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ess in this country. Management in 
its broadest sense is going to become 
of greater importance to every banker, 
is going to become a process that they 
will study with increasing interest. This 
will probably result in the coming into 
the banking field of minds trained in 
general business policies. Many banks 
have such men connected with them at 
present and the trend, in my opinion, 
is here to stay. 

“From the studies I have made of 
the loans made to business during the 
last year and the methods by which they 
have been repaid, I am willing to state 
that the manufacturer who does not pro- 
ceed in a courageous way with his sales 
promotion and merchandising activities, 
is not so good a risk as he is when he 
borrows the money for that purpose. 

“True, it takes an able man to manu- 
facture a superior article in these days 
when there is so much good and de- 
pendable merchandise. It is very im- 
portant that a man should have a well- 
organized and modern plant in which 
his goods may be produced economi- 


cally. Its physical assets, as represented 
by such a plant, certainly help in es- 
tablishing a man’s credit. 

“But the biggest thing is the selling 


of the goods at a profit. If a country- 
wide demand can be created for a cer- 
tain brand of merchandise, then the 
name and good-will of the product may 
become many times more valuable than 
the plant itself. And yet we all know 
that the greatest of reputations gained 
by a good product advertised for years 
may be quickly lost if either the quality 
of the product goes down or the good 
advertising is not kept up. I am also 
willing to say that sometimes carelessly 
conceived advertising with much over- 
statement and many unsupported claims 
can also lose a reputation built care- 
fully over the years. 

“If a manufacturer who borrowed 
money from the bank should suddenly 
close down a considerable portion of 
his plant in a move to reduce produc- 
tion costs, it would léok like a foolish 
move on his part and the bank would 
so consider it. It also should be con- 
sidered as a danger signal if a man who 
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has borrowed money, lessens the power 
and efficiency of the sales, marketing 
and advertising force which has kept 
the public preferring his goods. 

“In his talk before the American 
Bankers Association convention, Clar- 
ence Francis, president of the General 
Foods Corporation, credited banks with 
helping the progress not only of his own 
industry but other branches of com- 
merce, such as the durable goods in- 
dustry. He said that by their financing 
they had added to employment and that 
even during the depression, when banks 
were so severely criticized, the services 
they rendered to industries by financing 
new and better operations and inven- 
tions were great. 


“T think Mr. Francis is correct. Errors 
were made and they always will be 
made so long as human beings operate 
banks or businesses. But today we have 
got to do even a better job—manufac- 
turers, bankers—all of us. There is a 
new tempo in business—one that makes 
it necessary for management to be more 
alert, more constantly on its toes to 
try new methods, new ideas. 

“Greater study of the capacity of a 
man to use capital and labor to pro- 
duce a profit for his stockholders and 
for the men who work in his plant will 
be made by bankers. As we look be- 
hind the financial statement at the man 
who is doing the job, as we study his 
methods and operation and help him 
get them on a more efficient basis, cut- 
ting out waste, marketing more efh- 
ciently, we will build a sounder busi- 
ness structure than we ever had in the 
past. 

“There are a number of business- 
building programs that would start 
right now if they could be financed. As 
I said previously, bankers are taking 
a new attitude, which is one reason for 
the present cutting down of applica- 
tions made to us. 

“Every progressive banker realizes 
what the business man has long known 
—that the final buyer of the product is 
the person who pays dividends to stock- 
holders and wages to the factory worker 
—and also repays loans to the bank.” 





The Safe Deposit Department 


Its Perils and Possibilities 


By F. Travis Coxe 
Assistant Secretary, Fidelity-Philadelphia Trust Company 


A renter obtained access to his safe 
while noticeably drunk, removed the 
contents and surrendered the box. 
Shortly after leaving the bank he was 
killed in a motor crash-up. His estate 
sued the bank for sums of money said 
to be missing from his person, alleging 
that due to his condition he should not 
have been permitted access to his box. 
What was the bank’s defense? 


GROUP of safe deposit managers 
were discussing the above question 
very heatedly. There were seri- 
ous differences of opinion among them 
as to whether the bank had acted prop- 
erly in permitting the renter to go to 
his box and whether the bank could be 
successfully sued. The question ap- 
peared to be purely theoretical and I 
surmised it was one of those things 
which could, of course, never actually 
arise. 

Continued discussion brought out the 
fact that most of the managers felt a 
customer had a right to go to his box, 
drunk or sober, and that the bank had 
no responsibility other than to admit 
him; one or two differed, however. 
When the matter had been pretty thor- 
oughly thrashed out, the counsel for the 
group, a member of one of Philadel- 
phia’s leading law firms, gave his opin- 
ion as to what the law requires a bank’s 
action to be in such a case. 


Only ten days ago, a short two 
months after that meeting, a safe renter 
requested access to his box in one of 
Philadelphia’s largest banks. There 
was no possible doubt as to his condi- 
(on. One of the bank officers felt that 
he man should be admitted to his box, 
‘though he stated he was planning to 
‘emove cash from it. Another officer 
‘lt he should not be admitted due to 
‘'s condition. Fortunately the man- 


ager of the vaults was one of those who 
had sat in the group discussing the 
very question given at the beginning of 
this article. He knew the answer and 
was able to act accordingly. 

A firm of brokers rented a safe in 
one of our local banks. One of the 
partners died and his son telephoned 
the bank, asking that no one be ad- 
mitted to the box until a representative 
of the family could be present to pro- 
tect the father’s interest and see that 
nothing belonging to him personally 


es - 


This article is reprinted by special 
permission from ‘‘The Banker’’ pub- 
lished by the Philadelphia Chapter of 
the American Institute of Banking. 
The author is secretary of the Na- 
tional Safe Deposit Advisory Council. 


was removed. The brokerage firm, 
however, demanded access, stating that 
their business could not be held up as 


requested by the son. Here again the 
vault manager knew the answer. The 
question had been discussed in a theo- 
retical case a short time before. He 
knew that the death of one of the part- 
ners of a firm could not bar access on 
the part of the surviving customers. Had 
he acted in an opposite manner and 
denied the firm access, he might well 
have laid his bank open to suit for loss 
suffered by the brokers, should they 
have been unable to make a delivery. 

Considering the way criminals have 
studied all phases of the banking situa- 
tion during recent years, it speaks well 
for the safe deposit vaults that the losses 
suffered by them have been very few 
and small. In discussing these losses 
briefly I will not consider those origi- 
nating from the blowing of vaults or 
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attack by bandits. These involve ques- 
tions of physical protection. 

The criminal’s favorite method of 
assault on the vault seems to be to rent 
a safe and subsequently to withdraw 
money from his checking account or 
from other sources and endeavor to 
show by some means that this money 
was placed in his safe deposit box. He 
visits the box the following day, calls 
excitedly for the manager and charges 
that the sum of money alleged to have 
been placed in the box is now missing 
and that someone without authority 
must have visited the box. 

This sounds somewhai far-fetched, yet 
it is a fact that the law holds that safe 
deposit vaults are expected to furnish 
their customers with the degree of pro- 
tection which a careful man would ex- 
tend to his own property. If the crimi- 
nal is able to prove that he possessed 
at the time of the supposed robbery the 
sum of money or other articles similar 
to those alleged to be missing, and if 
he can further prove that in its ordinary 
conduct of its business the vault is neg- 
ligent, then his chances of a favorable 
verdict from a jury are good. 

Not so long ago such a case occurred 
in one of our large Mid-Western cities. 
The plaintiff showed by proper testi- 
mony that the bank was _ habitually 
careless in its method of keeping and 
handling its keys and records and that 
furthermore the executive officers sup- 
posedly responsible for the operation of 
the safe deposit department did not 
know the rules and procedure by which 
that department was supposed to be run. 


A similar case recently decided in 
one of our Southern cities was adjudged 
in favor of the plaintiff entirely because 
of a habit in this small institution of 
permitting customers to handle the 
“guard key” and wait on themselves. 
It is the opinion of safe deposit men 
that in neither of these cases was there 
any actual loss, that the whole thing 
was probably a frame-up, but neverthe- 
less the plaintiff was able to collect by 
proving that the bank was regularly 
negligent in conducting its safe deposit 
business and that such a loss as alleged 
could have happened. 
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The safe deposit business started in 
June, 1865, with the opening of the 
Safe Deposit Company of New York. 
It was followed in November, 1866, by 
the opening of the Fidelity Trust Com- 
pany of Philadelphia, now the Fidelity- 
Philadelphia Trust Company. Other 
banks followed quickly, so that by 
March, 1879, there were at least 20 safe 
deposit companies in operation, pretty 
well scattered over the Eastern States. 

Three of these early companies were 
Philadelphia companies. In a copy of 
the Philadelphia Inquirer dated Sep- 
tember, 1866, appears an advertisement 
of the Fidelity Trust Company, in which 
it says that, “Tin boxes for papers of 
bankers, capitalists, merchants, lawyers, 
tradesmen, families, etc., will be re- 
ceived at $25 each box or trunk for a 
year, contents unknown to the Com- 
pany and liability limited.” Shortly 
afterwards small safe deposit boxes 
could be rented for $5 a year. 


Since those early days there has been 
practically no change made in the rates 
charged for the rental of safe deposit 
boxes, although banks have been com- 
pelled to keep up with new inventions, 
pull down their old vaults and build 
new ones at great cost, install modern 
devices and maintain adequate guard 
forces. The low rentals charged when 
compared with the high capital invest- 
ment represented, account for the fact 
that most safe deposit departments have 
not produced any direct net income and 
for that reason have been apt to com- 
mand little interest from the officials. 


Many executives have justified this 
state of affairs by stating that the safe 
deposit business was a necessary service 
to customers, that it was a continuous 
new business producer for other de- 
partments, and that if they could break 
even they would be doing very well. 
Most safe deposit managers feel that 
there is no reason why their business 
should be considered necessary only as 
a “service” department, nor can they 
see why the rental rates should be kept 
at such a low figure that profitable op- 
eration is impossible. 

Changing banking conditions are 
bringing this point more to the atten- 















tion of bank executives, the feeling be- 
ing pretty general now that there is no 
reason for a banking institution to per- 
form any service to customers which 
will result in loss to itself. While by 
its very nature it is not to be expected 
that the safe deposit department would 
be a large revenue producer, there is 
no reason why the rates should not be 
such as to permit its paying its own 
way, plus a proper amount to be ap- 
plied to capital investment, rental and 
other charges. 

The feature of the safe deposit busi- 
ness chiefly stressed by bankers is that 
it feeds business to other departments. 
This can be, but is not necessarily, true. 
Business rarely feeds from the safe de- 
posit department to the trust, banking 
and other departments automatically. 
Someone must arouse the renter’s inter- 
est in the other banking services and 
this someone, of course, is the vault 
manager or his assistants if they are 
properly prepared for their work. 

Here again the necessity for an ade- 
quate rental becomes especially appar- 
ent. A vault operating at a profit can 
employ high type personnel, sufficiently 
well trained in the general banking 
business of their institution to approach 
customers tactfully and create the con- 
tacts between them and the departments 
with which they might do business. On 
the other hand, a vault operating at a 
loss may well be compelled to accept 
low salaried employes who, if they were 
to endeavor to sell the other depart- 
ments might do more harm than good. 

n one such case the vault manager 
approached an elderly customer who 
very obviously could afford to avail 
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himself of the trust department’s agency 
arrangements. The manager’s sugges- 
tion, however was: 

“Mr. Blank, don’t you think you are 
getting too old to attend to all these 
matters now? Wouldn’t you be better 
off if you got us to look after your af- 
fairs?” 

“Do I look like a doddering old im- 
becile?” the customer demanded 
angrily, and he promptly gave up his 
box and took all his business to an- 
other bank. 

Crooks keep their eyes on the safe 
deposit department for possible weak- 
nesses, the same as they do with any 
other banking department. Vault man- 
agers must be posted as to the sources 
of possible danger. They must be able 
to answer promptly certain intricate 
questions involving the right of access 
to boxes. There is not always time to 
refer these matters to counsel. Failure 
on their part to conduct their depart- 
ments in line with what is now consid- 
ered safe practice may result in heavy 
losses to their institutions; in the case 
of a small bank, might well almost 
wreck it. 

Men with the proper general educa- 
tion can be obtained if proper salaries 
are paid. An ambitious manager can 
obtain the general banking information 
he requires by taking the many courses 
offered by the American Institute of 
Banking, and by observing carefully in 
his own institution. 

Aside from general banking informa- 
tion, the vault manager should be 
posted as to proper methods of safe 
deposit management. He should be 
constantly informed of new 
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“rackets” being tried against safe de- 
posit vaults. In many cities this in- 
formation is made available through 
courses and meetings conducted by 
groups organized as Safe Deposit Asso- 
ciations. 

Offhand, the safe deposit business 
might seem entirely a question of un- 
locking boxes. Actually, it more often 
consists of a series of headaches for 
vault managers. Hardly a week passes 
without the managers being informed 
by some irate customer that certain se- 
curities are missing from his box. The 
customer describes at length and in de- 
tail just what the securities were and 
where he had them and asks you to ex- 
amine his box and see that they are no 
longer there. His very excitement makes 
it impossible for the vault manager to 
get much assistance from him. Yet 
every manager knows the answer: 


First, the papers in question may 
have gotten out of place in his box and 
in his excitement at not finding them, 
immediately he has imagined them to 
be entirely missing. Second, if bonds, 
they may have been called and no rec- 
ord made by the customer when he de- 
posited them. Third, they may have 
been sold and again no record made. 
Fourth, they may have been put up as 
collateral for a loan. To solve the mys- 
tery means investigation on the part of 
the vault manager through his own 
money department or through the cus- 
tomer’s brokers, or his own or some 
other bank’s loan department. In al- 
most every case the mystery is soon 
cleared up. The customer, in his em- 
barrassment, rarely apologizes for the 
excitement he has caused, but if the 
manager has been tactful, a life-long 
friend has usually been made. 

P. S.—Oh, incidentally the answer to 
the question at the beginning of this ar- 
ticle was, in the opinion of counsel, that 
a drunken man is temporarily in the 
same category as an insane man. He 
is not capable of performing a legal 
act and the bank should not have ad- 
mitted him to his safe deposit box, con- 
tract or no contract. 
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SAYS BANKS SHOULD ADVERTISE 
THRIFT 


In my opinion there is a great job ahead 


for banks, and one that should be 
tackled both individually and _ collec- 
tively. It is a task of reviving public 
interest in savings and thrift rather than 
attempting to create a new interest. Un- 
doubtedly we shall always be trying to 
obtain new savings depositors, but what 
I am trying to say is that during this 
long period of low interest rates there 
has been a decided lapse of savings ad- 
vertising and public relations activity— 
the full force of which has not yet been 
felt—Noble R. Jones, vice-president, 
First National Bank, St. Louis. 





Personal Loan Departments in Banks 


By Morris BERNHARD 
Trust Officer, Hudson County National Bank, Jersey City, N. J. 


N recent years the growth of the per- 
sonal loan department in banks 
throughout the country has been 
phenomenal. The reason for this is 
twofold: First, it represents a profit- 
able outlet for large amounts of un- 
invested banks’ funds; second, and this 
is perhaps the more important reason, 
it is the tacit acceptance of a funda- 
mental change in the general trend of 
American banking practices. 

The fact is that banks in reserve cities 
and in smaller towns like the banks in 
the central reserve cities, must invest 
their huge surplus funds in United 
States Government obligations, yielding 
at present the lowest return on record 
in the financial history of the United 
States, or continue to wait for so-called 
commercial loans, which, however, do 
not appear on the immediate horizon. 
In fact, commercial loans in the strict 
sense of the word have not been avail- 
able to the average bank in any sub- 
stantial volume for the past ten years. 

A careful analysis of loans financed 
through personal loan departments, 
even though the purposes for which they 
are made may vary slightly, prove that 
personal loans in effect mean financing 
of consumer’s credit. The volume of 
consumer’s credit in this country is very 
large and though the financial and eco- 
nomic camps are still definitely divided 
over the question whether consumer’s 
credit is for the best interests of the 
American economic system, the fact re- 
mains, that between 60 per cent. to 70 
per cent., if not more, of all sales of 
merchandise of every kind and descrip- 
tion is being financed in one form or 
another for the consumer and the very 
bankers who decry installment selling 
in theory and would have nothing to 
do with its financing in practice, will 
not hesitate today to buy,-and in most 
instances, pay a premium for the 3 to 
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314 per cent.—10 to 12 year debentures 
offered by the better finance companies 
from time to time. 


Now when you buy the debenture 
of a finance company you buy the 
promise of the corporation to pay at a 
fixed maturity, a promise whose sole 
security is the notes which the corpora- 


The personal loan department has 
risen from the position of just an- 
other banking service to one of the 
most important sources of revenue 
for banks located in our industrial 
and commercial centers. It has come 
to stay. 


tion holds arising entirely out of the 
financing of consumer’s credit; that is 
to say, automobiles, refrigerators, etc. 


The bankers, therefore, who pur- 
chase these debentures have, in effect, 
financed installment sales, but at an 
interest return of about one-third of 
what they can obtain if they were to 
finance the transaction directly; they 
could, moreover, shorten the maturity 
by 814 to 10 years. The only differ- 
ence is that the purchase of the deben- 
tures of a finance company enables the 
banker to divorce himself from all de- 
tail, which, to be sure, is somewhat com- 
plicated and _ requires considerable 
follow-up; but consider the price paid 
for this freedom. 

Within the last four years, smaller 
banks throughout the country have 
found it more and more difficult to in- 
vest their funds at a rate which would 
enable them to pay interest on deposits 
and earn enough to take care of their 
overhead expense, to say nothing of 
dividends to stockholders; unless they 
have been willing to invest a consider- 
able part, if not all of their uninvested 
funds, in long-term United States Gov- 
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ernment obligations, or other long-term, 
low-coupon bonds. While it is true 
that such investments would have paid 
them handsomely because of prevailing 
market conditions the possibility exists 
and economists maintain that with a 
hardening of money rates a reaction in 
the low coupon, long-term bonds is 
inevitable. No amount of manipulation, 
they maintain, will stem the downward 
trend of long-term bonds in the face 
of a rising money market. How much 
more comfortable would the position of 
bankers be if instead of having most of 
their funds invested in long-term bonds 
they would have a substantial part of 
their funds invested in personal loans 
maturing not later than one year from 
the date when made, repayable in 
monthly or semi monthly installments 
secured by the signature of one or two 
co-makers. 

The personal loan department has 
graduated from the position which it 
occupied when first originated; it has 
risen from the position of just another 
banking service to one of the important 
sources of revenue for banks located 
in our industrial and commercial cen- 
ters. It not only has come to stay but 
if the current trend continues it will 
gradually undertake most of the financ- 
ing of consumers’ credit not only for 
personal needs but for household ap- 
pliances, automobiles, etc. 

Experience has shown that the losses 
suffered by properly conducted personal 
loan departments throughout the coun- 
try have been nominal. In the instance 
of our own institution it is difficult to 
reduce the losses which we have suf- 
fered to a percentage basis. 

Several of our states have passed en- 
abling legislation authorizing and legal- 
izing the methods which have been de- 
veloped by banks for the financing of 
personal loans. Even in states which 
have not yet passed such enabling legis- 
lation, it is possible to operate a per- 
sonal loan department within the frame- 
work of existing laws. 

If banks, which have not yet gone 
into the personal loan field, believe 
that their particular community affords 
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an opportunity for the profitable opera- 
tion of such a department, but are de- 
terred from establishing it because in 
these days of lean bank earnings they 
do not desire to increase their overhead, 
they may find encouragement in the fact 
that such a personal loan department, 
until it assumes considerable propor- 
tions, can be operated successfully with 
the bank’s present staff, provided the 
personnel has been properly trained 
and is familiar with the principles and 
sound practices of personal loans. 

That the financing of consumer’s 
credit and so-called capital expendi- 
tures, if properly supervised is sound 
banking beyond question, was proved 
to the satisfaction of the entire bank- 
ing fraternity by the experience which 
most banks have had in the financing 
of FHA Title I loans. It is interesting 
to find today the most vociferous an- 
tagonists of “government in business” 
advocating the extension of FHA Title I 
from its present expiration April, 1937, 
and, yes, even invoking to that end the 
aid of concerted action through the 
American Bankers Association. The 
fact is, of course, that banks realize to- 
day that even in the absence of a Gov- 
ernment guarantee they can _ finance 
loans such as are eligible for insurance 
under FHA Title I with safety and at 
a good profit. 

The vast field of the financing of con- 
sumer’s credit in the United States has 
not yet been touched. The possibilities 
are tremendous. For this reason it is 
advocated that the American Bankers 
Association order an exhaustive research 
made into the entire field of installment 
financing and the possibilities which it 
holds for banks and bankers through- 


out the country. 
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IMPATIENCE 


OnE of the most common faults of new 
employes is impatience. They are usu- 
ally willing to start in as vice-president 
and work up.—Earl J. Failor, comp- 
troller, National Bank of Detroit. 














N a recent address Prof. John H. 

Magee, formerly of the Department 

of Economics and Sociology of the 
University of Maine, and state director 
for Maine of the Federal Housing Ad- 
ministration, told the Association of 
Maine Savings Banks that in his opinion 
Title II of the National Housing Act 
was one of the most far-reaching pieces 
of banking legislation enacted since the 
passage of the Federal Reserve Act. 








Banks who wish to secure liquidity 
and security together with a yield 
high enough to enable them to pay a 
dividend to stockholders have been 
adding to their insured mortgage 
portfolios as rapidly as possible. 
These additions have taken the form 
both of new investments and the 
wholesale insurance of their existing 
portfolios. 





Designed among other things to 
create liquidity in the mortgage market 
on a nation-wide basis by setting up 
standards of safety for underwriting of 
credit, and property standards covering 
the type of home acceptable for an in- 
sured mortgage, Prof. Magee stated that 
an entirely new type of marketable se- 
curity has been created that within the 
last few months has literally surged for- 
ward to a place of paramount impor- 
tance as an investment outlet for finan- 
cial institutions. 

The Federal Housing Administration 
insured mortgage, he said, which can 
never be less in value than the equiva- 
lent of its unpaid balance in 3 per cent. 
Government debentures is supplying an 
outlet for funds to those financial in- 
stitutions obliged to seek new methods 


of increasing bank revenues as an offset 
to low money rates. 
With the continued retirement of 


high-grade bonds, problems of invest- 
ment policies under current conditions 
are becoming increasingly acute. A 





Insured Mortgages as Bank Investments 


51% per cent. yield covered by full in- 
surance by the Government of the 
United States has therefore proved most 
attractive. 

Bankers, said Professor Magee, have 
viewed with concern the low yield from 
their large investments in Government 
bonds. These bonds, however, have 
presented a safe medium for investing 
funds for which financial institutions 
could find no other employment and 
banks hold approximately 50 per cent. 
of the Government debt. Bankers are 
now turning their attention to the im- 
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plication of the social security fund 
which it is anticipated will rapidly ab- 
sorb a large portion of Government 
bonds leaving this form of investment 
available to banks in greatly reduced 
amounts. 

Banks therefore who wish to secure 
liquidity, security together with a yield 
high enough to enable them to pay a 
dividend to stockholders or depositors 
have been adding to their insured mort- 
gage portfolios as rapidly as possible. 
These additions have taken the form 
both of new investments, and the whole- 
sale insurance of their existing port- 
folios. 

Professor Magee pointed out that in 
the beginning there was considerable 
confusion between the functions of the 
Home Owners Loan and Federal Hous- 
ing Administration. This confusion 
has been cleared up and banks gen- 
erally understand that the insurance 
feature of the Federal Housing Admin- 
istration is not designed to encourage 
banks to lend money to distress cases. 

This was the experience in the be- 
ginning when cooperating banks first 
sent loans to the F. H. A. for insurance. 
They selected loans they were skeptical 
about accepting themselves without a 
Federal Housing Administration guar- 
antee. More often than not, it happened 
that such loans were not accepted for 
F. H. A. insurance, with the result that 
complaints were sometimes registered 
by the banks. When it was understood 
that the F. H. A. was serious in its de- 
termination to institute a sound mort- 
gage system and would not permit the 
insurance of risks that were undesir- 
able, the codperating banks then gave 
their full approval and have stood 
shoulder to shoulder with the Admin- 
istration in codperating to institute what 
is now held to be one of the sound re- 
forms of a generation. 

Studies made in Maine, the speaker 
stated, indicated that during the coming 
years there will be substantial amounts 
of new building as well as transfers of 
existing property to persons who here- 
tofore have not felt that they could own 


THE BANKERS MAGAZINE 


their own homes. This business will 
be a source of profit to financial in- 
stitutions engaged in mortgage lending 
if they take steps to keep the business 
within their control. 

Professor Magee, in explaining the 
liquidity of the insured mortgage, 
pointed out that many financial institu- 
tions today are insuring their portfolios 
so that their mortgage holdings will be 
transferred from the category of long- 
time loans to liquid and negotiable se- 
curities. 

It is a matter of common knowledge 
to the banking institutions of the state 
that a large demand for insured mort- 
gage has arisen. So far as known there 
is not a single Maine insured mortgage 
that can be purchased. Mortgages 
originated outside the state have been 
selling on a 41% per cent. basis at a 
high premium. The source of such 
loans for local institutions, said Profes- 
sor Magee, seems to be, first, the insur- 
ing of existing portfolio, and second, 
through the agency of an advertising 
program to so identify local institutions 
with the Federal Housing Administra- 
tion program that they will be able to 
originate 514 per cent. loans in their 
own communities. 
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THE INVESTMENT ACCOUNT 


IF we can only convince ourselves that 
in investing our depositors’ money in 
the security market we should buy only 
the highest grade securities and have 
certain proportions of those securities 
coming due virtually every year, thus 
being able to take advantage of the in- 
terest rate prevailing at the time the 
obligation is due, and making certain 
that too large a percentage of the total 
investments is never in long-term bonds, 
particularly at an abnormal time like 
the present, I submit that the problem 
of handling a bank’s investment account 
is a very simple one.—Lindsay Brad- 
ford, president, City Bank Farmers 
Trust Company, New York. 
















Should Trust Functions Be Divorced ? 


Separation of Banking and Trust Business 
Presents Many Difficulties and Objections 


By BuaIne B. CoLes 


URING the past three or four years 
we have periodically heard of 
movements designed to effect by 
legislative enactment the divorce of 
trust functions from banking _institu- 
tions. It is significant that generally 
the idea has been to seek some con- 
gressional actiou which would bring 
this about. Personally, | am not aware 
of a single state in which any such 
movement has been undertaken with the 
purpose of having a state legislature 
enact into law a bill divorcing trust 
functions from state chartered banks. 


Serious Implications of the Proposal 


Divorce of trust from banking institu- 
tions at once raises several situations, 
some of which have serious implications. 
In the first place, if the divorce should 
occur, we must remember that it will 
be a permanent and complete separa- 
tion. In the nature of things it is im- 
possible to have an interlocutory decree 
of divorce which would provide a period 
for testing and trial. If the step is 
taken, it is irrevocable because the very 
doing of the thing itself necessitates 
raising an enormous amount of new 
capital with which to establish new 
trust institutions. The conclusion is the 
same if we attempted to approach the 
problem from the flank and leave the 
trust business in existing institutions 
but move the banking business into 
newly organized banks. As a matter 
of fact such a solution is entirely out 
of the question as it is impractical and 
impossible. No, if the divorce comes 
about, it means that the trust business 
goes out of the banks, and new trust 
institutions will have to be established. 
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I do not attempt to suggest where the 
new capital funds of these new trust 
institutions can be found but I do in- 
timate that there may be serious difh- 
culties in finding them. 





Education and more education in 
trust administration is the answer to 
many of the criticisms of the past 
and the present. Recognition and 
observance of the ethical principles 
involved will be of far greater help 
in the future than any radical step 
like divorce. 


When the severance of relations be- 
tween banking and the trust business is 
considered the question of government 
supervision and examination enters 
largely into the picture. National banks 
derive their trust powers from certain 
provisions of the Federal Reserve Act. 
Hence it has been possible to build up 
a comprehensive system of trust depart- 
ment examinations administered by Fed- 
eral officials. Thus certain rules and 
regulations have been developed which 
are uniformly applied all over the 
country and beyond all doubt have ma- 
terially raised standards of fiduciary 
procedure and administration. It seems 
to me that it would be an unfortunate 
step backward if we were now to do 
anything that would jeopardize the 
splendid system of examinations that 
the Federal Government has built up. 

Some people may argue that state 
banks who are members of the Federal 
Reserve System may be subjected to 
Federal examination of their trust de- 
partments—true, but what will be the 
situation if divorce comes? Will the 
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new trust institutions be state or Federal 
trust companies? Logically the answer 
would seem to be that they will be state 
chartered trust companies. If so, the 
examinations and supervision of such 
trust institutions would be administered 
by the superintendent of banks of the 
several states. This may suggest forty- 
eight different systems of examinations 
with a similar number of varying rules 
and regulations and many diverse 
standards of conduct set up. Of course 
these new state chartered trust institu- 
tions conceivably could join the Fed- 
eral Reserve System and thereby secure 
the benefit of Federal examinations, but 
would they—and if they do not do so 
voluntarily, what arm of the law could 
be brought to bear to compel them to 
do so? 

Available statistics concerning trust 
institutions now are meager enough, but 
if the trust business goes out into state 
chartered companies, the confusion will 
be worse than ever and information 
about the trust business will be even 
more difficult to obtain. The passage 
of uniform trust laws by all of the states 
ts the dream of an idealist which is im- 
possible of realization, and the present 
plan of Federal examination of trust 
departments will go out of the window 
along with the trust business if this 
divorce thing ever becomes a reality. 


Provision might be made for federally 
chartered trust companies thereby re- 
taining the benefits of Federal examina- 
tion of such institutions, but there still 
is nothing to prevent the new trust in- 
stitutions from organizing under state 
laws and I do not see how there can be. 


Origin of Trust Business 


Trust business in this country began 
by being associated not with the bank- 
ing business but with other lines such 
as the mortgage business, title and ab- 
stract business or insurance business. 
Experience proved that during those 
earlier years it was more desirable and 
natural for the trust business to be as- 
sociated with the banking business than 
with any other. And, why not? The 
banker was generally regarded as being 
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the one man in the community who had 
even a speaking acquaintance with se- 
curities and investments and as such he 
became the adviser of widows, children 
and others who inherited property. It 
wasn’t long before people having es- 
tates to dispose of began to name him in- 
dividually as executor or trustee. Only 
a little later it became evident that a 
considerable amount of time was ab- 
sorbed in the management and settle- 
ment of estates, and the individual 
banker found these duties burdensome 
and at the same time unfair to the bank 
with which he was connected. It was 
then only a short step to provide a de- 
partment in the bank itself that could 
and would handle the estate business. 
Thus began the trust departments of 
banks as we understand them, a per- 
fectly natural course of evolution which 
resulted in a satisfactory association 
and until recent years taken for granted 
by everyone. 

I have heard some criticism of the 
association of banking and trust busi- 
ness on the ground that sometimes a 
banking department: uses confidential 
information possessed by its trust de- 
partment concerning a banking cus- 
tomer’s private affairs. Personally, | 
have no knowledge of such breaches of 
confidence, but the criticism has reached 
me so directly and, from such highly 
regarded sources that I am bound to 
take notice of it. I have been told of 
other instances where, I am sorry to 
say, there is still’ apparently  self- 
dealing between the banking and trust 
departments. Again, there are other 
instances of conflicts of interests be- 
tween the banking department and the 
trust department as. for example, where 
a beneficiary or trustor under a trust 
owes money to the banking department 
on an account that may be secured or 
unsecured. 

Now these situations and other con- 
flicts of interest which might be men- 
tioned are real difficulties, but none of 
them are impossible of solution and the 
solution seems to me to be fairly sim- 
ple, not calling for anything so radical 
as divorce. The situations mentioned 
above, and most of the other conflicts 
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between the banking and trust depart- 
ments which we hear of from time to 
time, are found to be ethical problems 
only, and whatever other difficulties 
may arise may be generally attributed 
to a failure by the institution and its 
officers to appreciate the meaning of 
the Statement of Principles of Trust In- 
stitutions adopted by the American 
Bankers Association in 1933. 

The ethical standards enunciated in 
this statement, well observed and fol- 
lowed, absolve all doubts as to what to 
do and not to do in most conflicting 
situations. Occasion will arise when 
the trust department should resign its 
trust, and under such circumstances it 
should not hesitate to do so. For a 
trustee to attempt to continue in office 
when the chief motive for so doing is 
the expectation of receiving further 
trustee’s fees and compensation is not 
only unethical but it is also unsound 
and imprudent. At other times it will 
be found that the banking department 
must make the choice, and if continued 
credit extensions on the part of the 


bank will produce a conflict with the 
trust department, the banking depart- 
ment should firmly take the position 
that it can no longer serve the customer 


by extending credit. This will be diffi- 
cult and unpleasant to do, but it is the 
only ethical and proper way of meet- 
ing the situation. 

There are other problems that have 
been suggested in different quarters and 
in varying forms. Generally these can 
all be boiled down to a criticism that 
in too great a degree policies of the 
trust department are fixed by the bank- 
ing department and that trust men are 
reduced to the position of administra- 
tive officers and their sense of respon- 
sibility undermined or undeveloped. We 
cannot lightly dismiss this sort of 
criticism or wave it off simply by say- 
ing that such situations do not exist. 
The plain fact is that such criticism 
would have had a great deal more sub- 
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stance and force some years ago than 
they do now. Both bankers and trust 
men have become cognizant of the fact 
that if the association between banking 
and trust business is to be preserved, 
then trust business must in deed and in 
truth be a separate function and must 
be dominated by trust men and not by 
bankers as such, whose primary interest 
is with the commercial banking side of 
the institution. 


An Educated and Experienced Body 
of Trust Men 


The answer to the whole business of 
domination of the trust department by 
the banking department is to build up 
an educated and experienced body of 
trust men to whom the administration 
of trust functions may be turned over 
with full faith and confidence that the 
policies they will adopt will be in har- 
mony with the general policies of the 
institution and at the same time measure 
up to the best standards of trust prac- 
tices. Banks and bankers generally are 
coming to appreciate the inestimable 
value of an experienced, well informed 
and educated trust personnel. Through 
the educational division of the Amer- 
ican Bankers Association, trust educa- 
tion is offered in the classes of the 
American Institute of Banking and the 
Graduate School of Banking now pre- 
sents advanced trust courses. Within 
the last few months a division of Trust 
Research has been established under the 
direction of Gilbert T. Stephenson. All 
of this activity is most certainly a step 
in the right direction and as the years 
go by the beneficial effects of this edu- 
cational program will be felt increas- 
ingly. 

Education and more education in 
trust administration is the answer to 
many of the criticisms of the past and 
present. Recognition and observance 
of the ethical principles involved will 
be of far greater help in the future than 
any radical steps like divorce. 





Controlling Expenses Through a Budget 


How the Bank of America Cuts Its Ratio of 
Operating Expense to Deposits One-Third 


By Hucu L. Ciary 
Vice-President, Bank of dmerica, N. T. & S. A., San Francisco, California 


INCE 1929 two thousand two hun- 

dred national banks have gone 

into voluntary liquidation. Prob- 
ably as many state banks also have 
elected to quit business. These repre- 
sent banks whose loans and investments 
were sound, whose deposits were se- 
cure, but who just couldn’t make ends 
meet; that is, they could not adjust 
their expense to their income so as to 
make a profit. 

In no business is it more important 
to live within one’s income than in 
banking. In no major business, how- 
ever, has less thought been given to 
this problem. 

Compare this with the attitude of a 
large industrial concern which may em- 
ploy a staff of engineers to do nothing 
but study its operating procedure with 
the idea of improving its processes so 
they can be carried on at a lower cost. 

Bank work is no less susceptible to 
this kind of treatment. The work flows 
through a bank from clerk to clerk and 
department to department much as it 
flows through a factory. This is par- 
ticularly true of a large bank. Straight- 
line production, economies through 
labor-saving machinery, specialization 
of work and mass production, all are 
possible in banking. 


Some Fundamentals of Expense 
Control 


All this means that expense control 
is something more than watching the 
nickels as they go over the expense 
desk. The officer who seeks to control 
expense has not done his full duty when 
he gets himself cordially disliked by 
paring off “two bits” here and “two 
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bits” there—not that small savings are 
not worth while; but nothing funda- 
mental can be accomplished unless the 
operations involved can be so perfected 
that they can thereafter be done con- 
tinuously at less cost. It is improve- 
ments in procedure, however small they 
may be in themselves, that pile up their 
economies day after day that make the 
control of expense worth while. 


In no business is it more important 
to live within one’s income than in 
banking. In no major business, how- 


ever, has less thought been given to 
this problem. 


Let me illustrate. Several years ago 
we posted our savings with pen and ink 
and had both a savings teller and a 
savings bookkeeper. We found by tests 
that by doing away with pen and ink 
posting and installing savings posting 
machines we could save one man for 
each machine installed. We now have 
eighty-five such machines and are en- 
abled to give to the public savings de- 
partment service at a much lower cost. 

To illustrate further. We have found 
that a front-feed bookkeeping machine 
saves about one man for each eight ma- 
chines installed, and that check photog- 
raphy saves about 30 per cent. of the 
transit expense. Lest, however, I be 
thought to be selling equipment, I 
should add that we have found many 
ways to eliminate machinery and equip- 
ment. For instance, if clerical opera- 
tions are centralized to the maximum 
extent, the work can be staggered in 
such a way that the same equipment 
can be used repeatedly. Thus, one ma- 
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chine can be made to do the work pre- 
viously done by two or even three ma- 
chines. Through centralizing the work 
of our San Francisco and Los Angeles 
branches we have made thirty-five book- 
keeping machines do the work that pre- 
viously required ninety-six bookkeeping 
machines. Nothing is so wasteful as 
expensive equipment idle and unused. 
Une of the first lessons that the factory 
planner learned was that a machine 
must be run almost continuously to be 
worth its keep. 


Control of operating procedure is es- 
sential to expense control. It is also 
essential that the officer who controls 
expense should be the same one who is 
responsible for the improvement of op- 
erating procedure or these functions 
should be performed in the same de- 
partment. 


Estimating Cost of Various 
Transactions 


Next in importance to improvement 
of procedure, in the control of expense, 
is a knowledge of what any given pro- 
cedure may be reasonably expected to 
cost. No one can control expense un- 
less he knows what the matter in hand 
ought to cost. This involves the estab- 
lishment of cost standards for the ele- 
ments of bank operation. For instance, 
if we know that a commercial book- 
keeper should handle thirty-five hun- 
dred work units, then we have a good 
idea what a commercial bookkeeping 
department should cost. Similarly, if 
we know the time required to receive 
deposits, cash checks, and handle other 
commercial items, we have a good idea 
what a commercial tellers’ department 
should cost. If the actual cost exceeds 
the standard cost, we are entitled to de- 
mand that the cost be cut down or the 
extenuating circumstances explained so 
clearly that the added expense is jus- 
tified. 

It is not difficult to set these stand- 
ards. We have set standards showing 
the man-hours required for posting the 
commercial books, savings posting, re- 
ceiving deposits, paying checks, receiv- 
ing loan payments, receiving loan 
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applications, and most other bank op- 
erations. Knowing the man-hours re- 
quired for a particular operation, we 
know what the cost should be at a given 
salary rate. If it is higher than this, 
something needs investigation. 


Value of a Budget 


Even when processes have been im- 
proved and costs standardized, there is 
still a threat to the proper control of 
expense; that is, the tendency of ex- 
penses to accumulate and reach a 
stupendous total before the danger is 
fully realized but after it is too late to 
do anything about it. To control ex- 
pense properly one must know just 
where one stands at all times. This 
requires a budget. 

It is essential that those who control 
operating procedure and determine cost 
standards be the ones who set the bud- 
get and control its operation. In this 
manner a budget becomes an effective 
means of utilizing cost standards and 
of checking the effectiveness of any 


methods which may be adopted to im- 
prove operating procedure. 


The first step in budgetary procedure 


is the classification of expense. This 
must be detailed enough to bring out 
the essential information required for 
control but not so detailed as to be 
cumbersome. If there are too many 
classifications the fluctuations of minor 
classifications will often be mainly mat- 
ters of chance and will be meaningless. 
For our own budget we have twenty 
classifications of expense. 


The next step is to divide the organ- 
ization into budget divisions and make 
some one responsible for expense in 
each budget division. In our organiza- 
tion the branches and the major admin- 
istrative departments are the budget 
divisions and the branch managers and 
department heads are responsible for 
the control of expense within their jur- 
isdiction. In some of our larger 
branches, however, an officer is desig- 
nated to become a specialist in these 
matters and to devote more time to them 
than the branch manager would have 
available. 
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The next step is to determine how 
much is to be spent by each budget di- 
vision for each classification of expendi- 
ture. To determine this we use a report 
form which we call the preliminary ex- 
pense budget. The forms are sent to 
our branch managers or department 
heads with the request that they fill 
them out with their estimate of the ex- 
pense for the coming six months in each 
of the expense classifications. This 
budget is their objective and they are 
urged to make it as low as possible but 
at the same time to lay plans in ad- 
vance how to achieve their objective. 
To this end it is required that some of 
the principal items be explained in 
more detail on the back of the budget 
report. 

When the preliminary expense budget 
is received by the budget control officer, 
he places opposite each classification 
the amount actually spent in each of 
the preceding two budgetary periods. 
The preliminary expense budget is then 
studied by the operating department. 
Discrepancies between the budget esti- 
mate and the previous expenditure are 
noted and the expense of one branch 
are compared with those of other 
branches of like size. Any variation 
between the budget estimate and the 
standard cost to be expected for a 
branch of like size, or between the 
budget estimate and previous actual 
costs, is analyzed carefully. As a result 
of the analysis an approved budget for 
each item is set. If the analysis shows 
that some change or improvement in 
procedure seems desirable, this is in- 
vestigated at once. 

One copy of the approved budget 
goes to the branch or department and 
one copy is retained by the budget 
officer. Every month the branch or de- 
partment makes out a classified expense 
report having the same headings as the 
budget. This goes to the tabulating 
department which prepares a report for 
the budget control officer showing the 
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amount authorized by the budget, the 
amount spent the previous month, the 
amount spent for the current month and 
the amount spent to date for the cur- 
rent period. From this report the budget 
control officer can tell whether the 
expenditures for the month are within 
the budget, whether the expenditures to 
date are within the budget, and whether 
they are going up or going down. 

Budgetary procedure is very helpful 
in the study of expense. At the end of 
each budgetary period we make a care- 
ful analysis of the expense for the 
period. The causes of good showings 
as well as bad showings are investigated 
so that we may learn any lessons which 
the figures may have to teach. Com- 
parisons are made also with operating 
expenses of other banks as reported by 
the Federal Reserve Bulletins and by 
the Comptroller of the Currency so that 
we may know how well we are doing 
as compared with other banks. 

The three fundamentals of expense 
control are the control c¢* operating 
procedure, the knowledge of costs, and 
the budget of expenditures. I hope the 
time will come when banks as a group 
will study their methods with an idea 
of improving procedure and cutting 
costs. 

We do not consider that we have done 
a great deal, and yet expense control, 
for us, has paid big dividends. Since 
1930, when we begin to give concen- 
trated attention to this problem, we have 
decreased our ratio of operating ex- 
pense to deposits by 33-1/3 per cent. 

Bank operating procedure has not im- 
proved with the rapidity that has char- 
acterized other fields of endeavor; yet 
improvement is just as feasible here. 
The banks of the nation are spending 
approximately seven hundred million 
dollars in operating expense each year. 
The future of banks and of bankers will 
depend in a great measure on how 
wisely and effectively this vast sum is 
administered. 





Safe Deposit Men to 


MOST interesting program is being 
prepared for the convention of the 
National Safe Deposit Associa- 
tion, which is to be held in Washington, 
D. C., at the Willard Hotel, May 6-8 
next. Throughout the time there will 
be a discussion on subjects of greatest 
interest to those attending, and also op- 
portunities for diversion and a chance 
to see the interesting places in what 
is now regarded as the most beautiful 
city in the world. 

Just what can and should be done by 
state associations will be the subject of 
discussion at the first session. This ses- 
sion will be in the nature of a sympo- 
sium. Later, the services in personnel 
will be discussed and also the relation- 
ship with customers. 

Some of the high points of the con- 
vention will be a trip through the De- 
partment of Justice and the most 


interesting Bureau of Investigation; also 
a trip through the Bureau of Engraving 


and Printing. 

There will be an opportunity also to 
go to Arlington and Mount Vernon. 
This trip also will include a visit to 
Fort Myer. Those who wish to have 
luncheon at Mount Vernon may do so 
at the Old Hatchet Inn. 

Many changes have been wrought in 
Washington in the last few years; in 
fact, the city has practically been made 
over. Among the new developments are 
the $200,000,000’s worth of Govern- 
ment buildings in the Federal Triangle; 


Meet in Washington 


the new Supreme Court Building; 
new Folger Shakespeare Library; 
$10,000,000 Union Station Plaza 
velopment near the U. S. Capitol; the 
Arlington Memorial Bridge; Mount 
Vernon Memorial Highway and others. 

There’s a bit of magic in the atmos- 
phere that surrounds the new Supreme 
Court building in the Nation’s Capital. 
Gazed upon from some distant place, 
this magic semes to hover about the 
new building in an invisible mist mak- 
ing it stand out among its distinguished 
surroundings as a mirage—its gleam- 
ing white marble appearing more like 
a structure atop a Grecian hill in cen- 
turies past than a modern Government 
building. 

“The Republic endures and this is 
the symbol of the faith,” said Chief 
Justice Charles Evans Hughes of the 
Supreme Court building when he laid 
its cornerstone with former President 
Herbert Hoover. And somehow, one 
gets the full significance of that great 
law-giver’s words when looking at the 
marble building facing the Capitol and 
flanked by the Library of Congress and 
the new Senate Building. 

This same inspiring atmosphere also 
pervades the wide marble corridors, the 
magnificently simple Supreme Court 
chamber and the quiet and unobtru- 
sively beautiful suites of the justices in 
the interior. 

Perhaps it is the very dignity of this 
branch of the Government that occupies 


the 
the 
de- 


View of the new U. S. De- 
partment of Justice which 
visiting safe deposit execu- 
tives will visit with unusual 
interest. Photo courtesy 
Greater National Capital 
Committee. 
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View of the Bureau of Engraving and Printing, showing the Japanese 
cherry blossoms around the Tidal Basin. 


its new $10,000,000 headquarters that 
accounts for the unique appeal of the 
building—for its divergence from other 
Government buildings. Whatever it 
may be, the new Supreme Court build- 
ing takes its place among the beautiful 
structures of the world, an invincible 
monument dedicated to law and justice. 

The Federal Building Triangle is ten 
blocks long and five blocks wide. The 
buildings stand as a monument to this 
advancing age. Only a short distance 
from the apex of the Federal Triangle 
is the new Union Station Plaza, sixty 
acres in extent. Here, practically in 
the heart of the city, is a beautiful land- 
scaped area of 120 acres. Sweeping 
by this Plaza from the Union Station 
to the Lincoln Memorial is the broad 
new Constitution Avenue, the new pa- 
rade ground of the nation. The Mall 
also has been completed now, extend- 
ing from the Capitol to the Lincoln 
Memor ial. 

It is impossible in a short space to 
mention all of the interesting new 
sights that may be enjoyed by the 
visitor in Washington. There are, of 
course, the old historic places to be 
seen; such as the United States Capitol, 


White House, 
National Mu- 


the Library of Congress, 
Washington Monument, 
seum, and many others. Probably 90 
per cent. of the visitors who come to 
Washington each year primarily for r 
purpose of sight-seeing, go to the U. S 
Capitol. This ‘building, of course, holds 
a special interest because it houses the 
Senators and Representatives who make 
the laws. Its long, wide corridors and 
its passageways to the Senate Office 
Building and House Office Buildings 
never lose interest. No other library in 
the world surpasses the Congressional 
Library (the Library of Congress), 
either as to the size of the building or 
the number of books, prints, manu- 
scripts and documents available. The 
building is notable for its beauty, and 
its interiors are particularly attractive. 
Some of the finest mural paintings in 
the world are to be seen on the walls 
of the corridors and stairways. Visitors 
from foreign lands never fail to see the 
Congressional Library. It is patron- 
ized very consistently by persons from 
all parts of the country who come to 
Washington and take up their quarters 
in the city so they may pursue research 
work in which they are interested. 





Some Facts About National Banking 


[Compiled from the Annual Report of the Comptroller of the Currency, 1936.] 


URING the year ended October 31, 
1936, no national bank failed in 
the United States. This estab- 
lished a fifty-five year record in the his- 
tory of the National Banking System. 


® 


Number of national banks in opera- 
tion, June 30, 1922 (highest), 8249; 
June 30, 1936, 5374—a decrease of 
2875. 

© 


As of June 30, 1936, deposits in the 
15,803 active banks of all classes in the 
country amounted to $58,339,815,000, 
an increase of $6,753,692,000 over the 
preceding year. 

The consolidated returns of all na- 
tional banks for the year ended June 
30, 1936, showed net additions to profits 
of $241,971,000, an increase of 239 per 
cent. over the preceding year. 


(e) 
© 


Par value of preferred stock of 2025 
national banks, October 31, 1936, $352.- 
072,786; retired during the year, $183,- 
001,627. 

© 


The Federal Deposit Insurance Cor- 
poration reported that on May 13, 1936, 
insured commercial banks reported a 
total of 57 million accounts, of which 
56 million, or 98.4 per cent., were ac- 
counts with balances not exceeding 
$5000, the maximum insurance for each 
depositor. Deposits in these banks 
amounted to $45,000,000,000, of which 
$19,500,000,000, or 43 per cent., were 
insured. 

1) 


Book value of the capital stock of all 
national banks on June 30, 1936, was 
$1,691,375,000, a decrease of $118,128,- 
332 


000 due to the retirement of preferred 
stock and a reduction in the number of 
active banks. However, surplus, profits, 
and reserves totaling $1,474,353,000 
showed increases in the year in the ag- 
gregate of $197,438,000, or 15.46 per 
cent. The deposits were $26,200,453,- 
000, the greatest in the history of the 
National Banking System, exceeding by 
$3,682,207,000, or 16.35 per cent., the 
total reported for June, 1935. 


© 


National bank failures: 1931, 357; 
1932, 322; 1933, 396; 1934, 1; 1935, 4. 


© 


The earnings reports submitted by 
national banks showed that after pro- 
viding for losses and expenses, but be- 
fore dividends, there was added to the 
undivided profit accounts $241,971,000 
in the year ended June 30, 1936, the 
largest addition made to the profits 
since the fiscal year 1930. Net addition 
to profits in the current year exceeded 
by $170,599,000, or 239 per cent., the 
amount reported for 1935, and repre- 
sented 14.25 per cent. of the total of 
common and preferred stock outstand- 
ing on June 30, 1936. Dividends paid 
in 1936 on common and preferred stock 
amounted to $125,679,000, or 7.40 per 
cent. These dividends, which included 
$10,345,000 payable in stock, were the 
largest in amount and per cent. paid 
in any of the last four fiscal years. 


© 


On June 30, 1936, there were 1923 
national banks authorized to exercise 
trust powers, with a combined capital 
of $1,399,538,802 and banking assets 
of $25,856,833,525, which represented 
35.78 per cent. of the number, 82.41 per 
cent. of the par value of capital, and 
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87.05 per cent. of the assets of all banks 
in the national banking system. 

Of the number authorized to exercise 
trust powers under the provisions of 
section 11 (k) of the Federal Reserve 
Act, 1573 banks had active trust depart- 
ments and were administering 132,842 
individual trusts with assets aggregat- 
ing $9,564,651,286, and in addition were 
administering 16,997 corporate trusts 
and acting as trustees for outstanding 
note and bond issues amounting to 


$11,167,569,142. 


© 


On February 25, 1927, the date of 
the passage of the so-called “McFadden 
Act,” there were in existence in the Na- 
tional System 372 branches as compared 
with a total of 1460 branches in ex- 
istence on October 31, 1936. 


0} 


Comparative percentages of losses 
charged off on bonds and securities to 


total bonds and securities, and on ac- 
count loans and discounts to total loans 
and discounts by national banks, 1918 
to 1936, are shown below: 
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Since 1914 there has been a net de- 
crease of 2206 in the number of active 
national banks but a net increase of 
$195,931,561 in the amount of common 
capital stock and in addition a further 
net increase of $351,920,285.25 in cap- 
ital through the issuance of preferred 
capital stock during the last three and 
one-half years. During the twenty-two- 
year period 3713 new national banks 
have been chartered, with aggregate 
common capital stock of $554,816,600 
and preferred capital stock of $55,069,- 
300, while 5919 associations have been 
closed voluntarily or otherwise. 


® 


Between June 30, 1934, and June 30, 
1936, investments of national banks in 
direct obligations of the United States 
Government rose from $5,645,741,000 
or $7,072,979,000. 


© 


With the expiration of the three-year 
privilege, provided by the act of July 
22, 1932, authorizing national banks 
to deposit as security eligible for cir- 
culating notes United States bonds bear- 


PERCENTAGE OF LOSSES CHARGED OFF 


On bonds and securities 
to total bonds and 
securities 


Year ended 
June 30 

1918 

1919 

1920 

1921 


1.16 
8 
1.53 
1.94 
74 
AA, 
AS 
Ad 
Al 
43 
Al 
65 
.89 
1.55 
2.80 
3.21 
2.59 
1.28 


On account loans and dis- 
counts to total loans 
and discounts 


0.33 
32 
23 
.63 

1.20 

1.02 
.86 
75 
70 
62 
61 
09 
-70 

1.42 

2.52 

2.85 

4.93 

2.56 

2.00 











Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 


or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. CIrcle 6-1416 
30 West 34th St. PEnnsylvania 6-1187 

1 DeKalb Ave., Bklyn. TRiangle 5-2123 
BALTIMORE Baltimore Life Building 
140 Newbury Street 

30 North Michigan Avenue 
Leader Building 

ey Building 

S. 15th Street 

Grant Building 

Studio Building 

1115 Connecticut Avenue 


DeEtrRoIT 
PHILADELPHIA 
PITTSBURGH 
St. Louis 
WASHINGTON 





ing interest at a rate not exceeding 3° 
per cent. per annum, and the call for 
redemption of the 2 per cent. consols 
and Panama Canal 2 per cent. bonds 
on July 1 and August 1, 1935, respec- 
tively, the privilege of issuing circula- 
tion by such banks was discontinued. 


© 


Total assets of all banks other than 
national, about June 30, 1936, $37,- 
495,742,000. 


0} 


The tendency in recent years has been 
for demand deposits to increase more 
rapidly than time deposits. Between 
June 30, 1933, and June 30, 1934, de- 
mand deposits gained by 17.52 per cent. 
and time deposits by 10.07 per cent.; 
between June 30, 1934, and June 30, 
1935, demand deposits increased by 
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21.67 per cent. and time deposits by 
5.08 per cent., while from June 30, 1935, 
to June 30, 1936, demand deposits in- 
creased by 19.32 per cent. and time de- 
posits by 5.57 per cent. 


@ 


The decline in loans and discounts, 
21.05 per cent. between June 30, 1932, 
and June 30, 1933, continued, but at a 
diminishing rate, until the period from 
June 29, 1935, to June 30, 1936, when 


there was an increase of 5.35 per cent. 


© 


AVOID UNNATURAL PROFITS 


THE actual facts are that the problem 
is a simple one if we follow the logical 
rules of not attempting to speculate in 
either credit risks or future interest 
rates. It is when we depart from the 
simple principles and by a policy of 
expediency endeavor to make what | 
choose to term “unnatural banking 
profits” that we sometimes find our- 
selves in difficulties. Those banks will 
best overcome the inevitable hazards of 
our complicated economic existence who 
have established principles of opera- 
tion and faithfully adhere to them.— 
Lindsay Bradford, president, City Bank 
Farmers Trust Company, New York. 


MORE POWER NOT NEEDED 





INSISTENCE that the Government needs 
still larger powers, to deal with what 
is pictured as a possible dangerous 
movement in trade and on the markets, 
does not at all reach the core of the 
matter. Government has power today, 
not only for restraining speculative ex- 
cesses, but for removing the cause of 
them. A little more attention to attack- 
ing manfully, through reduction in pub- 
lic extravagance, the gravely un- 
balanced budget, would accomplish 
what the vague request for “more au- 
thority” could not do.—Alexander D. 
Noyes. 
















RITING in the “Inspection News” 

Walter C. Hill describes an “in- 

fallible system for saving money” 
which he had found of great help in 
solving his personal financial problem. 
Here is how he describes his plan. 

I am asked to tell how I overcame 
some thriftless practices, and was finally 
able to establish the habit of saving a 
part of my salary every month. 

I had been at work for about five 
years, making ordinary progress in re- 
sponsibilities and in income. When I 
came to myself I was managing a 
branch office for our company in New 
York City. Up to that time I had not 
been able to accumulate as much as 
$100 at any one time. I had started 
many times to lay up something for a 
rainy day, but despite all I could do, 
it seemed to rain before I could get 
enough to even open a respectable sav- 
ings account. 


The Losing Fight 


During these five years I had not 
been heedless of the importance of sav- 
ing some of my income. In fact. I had 
put up a heroic struggle and hardly 
made a purchase without weighing the 
advantages of the goods as compared 
with the importance of keeping the 
money as a start toward getting enough 
ahead to take advantage of some in- 
vestment that would net me a profit. 
I had fought this old battle a thousand 
times; sometimes the wisdom of saving 
would win over the desire to possess 
the goods or the pleasure, and I would 
feel more or less a victor. The same 
situation, however, would come up 
again before the month was out, and 
this time, maybe, the desire for the 
goods or the pleasure would win over 
the wisdom of saving, and by the end 
of the month I was sorely in need of 
my salary to replenish my empty 
pocket. 

I had a desire to save, and made an 
effort to save, but had no plan. I read 
of men who, upon receipt of their 


An Infallible System for Saving Money 





salary, took out a certain per cent. and 
placed it in the savings bank. I, how- 
ever, had gotten into such a state of 
financial dilapidation that I could not 
even make this start. I was always be- 
hind. I did not seem to have the will 
to make a start from the front end of 
my salary, and was always trying to 
end the month with enough to start an 
account. There never seemed to be a 
month short enough for this. It was 
necessary, therefore, for me to put in 
some system to schedule my expendi- 
tures and get them under control. In 
other words, I had to learn to live within 
my income. I decided the place to be- 
gin was to organize some control over 
my incidental expenses, for it seemed 
to be here and not in my fixed charges 
that I could see the chance for the best 
results. 


The Plan 


I decided to save as much as I spent 
for pleasure. To do this, I bought me 
a little purse with two compartments. 
In this I carried my pocket change. If 
I bought a ticket to a show that cost 
me fifty cents, it was necessary for me 
to have one dollar in order to move, 
for when I spent the fifty cents for my 
ticket I put another fifty cents in the 
second compartment of my pocketbook. 
If I wanted to smoke a cigar, I had to 
have in cash twice the price of it to 
proceed, for when I gave the coin to the 
cigar man I gave a similar coin to the 
second compartment of my purse. I 
made a resolution not to borrow from 
my “second compartment” and _ this 
resolution I never broke. Neither would 
I buy a pleasure or a luxury unless I 
had in cash twice the amount it cost. 
I will admit that I sometimes borrowed 
the money necessary to finance myself, 
but that was not a fault but a virtue 
of the system, for through these opera- 
tions I learned to schedule my pleasures 
as well as my expenses. 


As the savings compartment of my 
pocketbook gained from two to three 
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dollars | would stop in at a convenient 
savings bank and deposit this to my 
credit, and it was surprising how fast 
these little deposits of a few dollars 
amounted up, and before two months 
had passed I had a hundred dollars to 
my credit. This stirred up my interest 
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and gave me confidence in my plan. | 
had an infallible system—the more 
I spent the more I saved. What is bet- 
ter still, from this beginning I learned 
to exercise self-control in a matter that 
is essential to success in business and 
to satisfaction in life. 


Seek and Ye Shall Find 


THERE is a shortage of qualified bor- 
rowing customers. Why? And what 
can be done about it, if anything? I 
suggest first a little local and perhaps 
state-wide research along the lines in- 
dicated by these questions: How many 
of your former local borrowers are out 
of the picture today as a result of the 
depression? How many have you re- 
placed? How many of your former 
borrowers have you lost to another 
bank as a result of unfortunate de- 
pression experiences? How many of 
these have you replaced? How many 
of your former borrowers are being 
financed by other agencies? How many 


How 


have you been able to get back? 
many of your former borrowers need 
less financing due to faster fabrication, 
communication, transportation or other 


developments? How many of your 
former personal loan customers are be- 
ing taken care of by credit unions and 
other personal loan agencies? Have 
you studied this field? Some bankers 
are increasing their earnings in this di- 
rection and are at the same time earning 
the good will of more people in their 
communities. Could you reduce your 
shortage of loan customers if you were 
as aggressive in building up loan busi- 
ness as you were to build up deposits 
prior to 1929? Advertising and pub- 
licity men discussed the possibilities of 
loan advertising years ago when it was 
considered almost sacrilegious. Today 
there is a growing realization that a 
bank ought to advertise its major prod- 
uct, namely, loans. Some bankers have 
done an outstanding job in this direc- 
tion, particularly those who follow up 
their advertising and publicity with per- 
sonal calls on all present and prospec- 
tive borrowers to discuss their needs 


and bank loan policies and willingness 
to lend. This procedure does two 
things: It helps to overcome the im- 
pression still prevailing among some 
people that bankers do not want to lend 
and helps to reduce the shortage of loan 
customers. Proper procedure does not 
imply a departure from sound banking 
principles.—A. R. Gruenwald, speaking 
before Group One of the Wisconsin 
Bankers Association. 


-@ 
AMERICA MUST DECIDE 


SOONER or later, America must decide 
whether its credit machinery shall be 
one directed toward political ends with- 
out restraint, or continue as one oper- 
ated under private ownership, with such 
supervision as will minimize the abuses 
which all intelligent men condemn.— 
Wood Netherland, vice-president, Mer- 
cantile-Commerce Bank and Trust Com- 
pany of St. Louis. 


© 
CREDIT CONTROL 


IT appears that the central banking sys- 
tem has ample power to prevent the 
existing situation from developing into 
price inflation, provided the Federal 
budget can be brought under control. 
If the budget is not balanced, it will be 
impossible for banking authorities to 
make full use of their power over credit, 
because in that event the market for new 
Government obligations must be main- 
tained.—“The Guaranty Survey,” pub- 
lished by the Guaranty Trust Company 
of New York. 














LOAN ADMINISTRATION POLICY 


Fundamental Requirements of Sound Credit 
Still Remain Unchanged 


By CAsPpaR 


Executive Vice-President, Pacific 


ANKS must have earnings to sur- 
vive but loans must be good in 
order to insure permanency of 
survival. One of the important prob- 
lems of bank management is to convert 
available funds into earning assets and 
to determine the percentage to be placed 
in primary reserves, secondary reserves 
and in loans and discounts. 

There is a definite relation between 
loans and secondary reserves. The 
greater the percentage of paper eligible 
for rediscount to total loans, the lesser 
need be the secondary reserve. This 
is an old axiom which of late has been 
more or less in the discard as a result 
of excess cash reserves and because of 
amendments to the Federal Reserve Act 
broadening eligibility requirements. 
Nevertheless it is mentioned here be- 
cause I believe we should never lose 
sight of the amount of prime paper we 
hold as it may prove useful to keep the 
habit. This principle may become in- 
creasingly important as a result of the 
recent increase in reserve requirements 
made by the Board of Governors of the 
Federal Reserve System. 

Another axiom is the greater the rate 
of turnover of loans the lesser need be 
the secondary reserve. The turnover of 
large loan lines should be figured on 
an annual basis to show the liquidity 
of the total as well as the liquidity of 
each major classification. Seasonal 
factors are calculated to determine the 
peak and low points of the borrower’s 
requirements. 

These relationships of loans to re- 
serves indicate that a successful loan ad- 
ministration policy must always take the 
future into consideration. 

The second feature of a loan admin- 


—— 


Condensed from a recent address. 





W. CLARKE 
National Bank of Seattle, Wash. 


istration policy calls for a classification 
of loans as to type and a determination 
as to whether the bank will seek to build 
up a certain class of loans, hold down 
on others or forbear entirely from some. 

The amount of real estate loans 
should, of course, have a definite rela- 
tion to the amount of savings and time 
deposits and of this classification I be- 
lieve it is generally conceded the amor- 





There are only two times when a 
borrower on securities doesn’t want 
to sell, one is when the market is 
going up and the other is when it is 
going down. 





tized loan on moderate priced dwellings 
has proven the most desirable. Title II 
of the F. H. A. has increased the amount 
of the loan to the appraisal and ex- 
tended the maturity of real estate loans, 
and it is a matter of policy for each 
bank to determine whether or not they 
desire such loans and if so to what 
extent. 

The most important classification is 
that of commercial loans, both secured 
and unsecured. For many years these 
have been the most desirable but owing 
to changes in our economic life they 
are no longer available in quantity. The 
speeding up of production and distribu- 
tion has eliminated the former necessity 
of relatively large inventories. 

Collateral loans against stocks and 
bonds is another important classifica- 
tion. Unless well administered they 
can be a source of difficulty, to say 
nothing of embarrassment. Well ad- 
ministered means above all things that 
they be properly margined to start with, 
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that thereafter adequate margin be main- 
tained and that an effective system be 
installed for following the market value 
of securities held as collateral. We can 
be grateful to Regulation U for putting 
such loans on a sound basis at their in- 
ception. 

Such loans should also be on a defi- 
nite program of repayment, as distinct 
from the brokerage house loan. With- 
out a doubt there is a decided difference 
of opinion on this point. I believe they 
should be on a program because as long 
as we are committed to pay depositors 
on demand it is undesirable both from 
the standpoint of the bank and the bor- 
rower for the latter to get in the frame 
of mind that he has a permanent loan. 
To be forced to call on him for pay- 
ment is apt to be at the worst time of 
all. There are only two times when 


a borrower on securities doesn’t want 
to sell, one is when the market is going 
up and the other is when it is going 
down. 

The absence of good commercial 
loans has been the primary incentive 


for seeking new outlets. Many banks 
have gone in to the so-called personal 
loan field and the financing of consumer 
credit. These loans for the most part 
are to finance personal expenses, or the 
individual purchase of an. automobile 
or for home improvements. 
ernization loans under Title I are gen- 
erally agreed upon as satisfactory and 
desirable although they have not stood 
as yet the test of a business decline. 
The subject of consumers’ credit 
brings up the question for determina- 
tion as to whether the bank prefers to 
concentrate on the wholesale field 
rather than the retail and whether it 
can obtain a satisfactory volume of the 
former to warrant disregarding the lat- 
ter. My own institution has preferred 
to finance the finance company and the 
automobile dealer rather than the in- 
dividual purchaser. It is our belief 
that to go extensively in to consumer 
credit financing would not be justified 
because of the additional expense in- 


The mod-. 
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volved, but more particularly because 
of an existing satisfactory relationship 
with the wholesale type. By no means 
do we have a rigid rule against con- 
sumer credit loans, we simply do not 
advertise for, or otherwise seek them. 
Such loans as come over the counter 
from our own customers are given con- 
sideration. 

The lack of commercial loans and 
the example of the Reconstruction 
Finance Corporation has stimulated an 
interest in capital loans. From _ the 
standpoint of liquidity and ultimate risk 
these loans have the same objection 
they always have had, but owing to the 
abnormal liquidity of the banking 
structure at present it seems reasonable 
that a certain percentage of the bank’s 
capital funds can be invested in such 
loans repayable in from two to five 
years. An illustration is loans to truck- 
ing and passenger bus companies op- 
erating regular licensed freight and 
passenger lines where past operations 
indicate an ample margin of ability to 
pay for the equipment faster than its 
depreciation. 

Note that I emphasize a percentage 
of capital funds for capital loans. This 
means some predetermined portion such 
as one-half or one-quarter of the bank’s 
capital, surplus and undivided profits. 
It seems to me the wisdom of placing a 
portion of demand or even time deposits 
in such loans for the sake of higher 
income is definitely questionable. 

A third feature of a successful loan 
administration policy requires that 
equal weight be given to the three 
fundamental requirements of credit— 
character, capacity and capital. All 
three must be present to a reasonable 
degree; no two alone are sufficient unto 
themselves. If occasional exceptions 
are made they should be confined 
strictly to those having insufficient cap!- 
tal rather than a deficiency in character 
and capacity. A study of your charged 
off loans will show that at least one 
of these fundamentals was or became 


decidedly lacking. 











CHANGES IN BANK EARNINGS 





A. B. A. Economic Policy Commission Studies 


commercial banks and adjustments 
rendered necessary in their operat- 
ing methods by altered relationships 
with business and government are 
analyzed in a report by the American 
Bankers Association Economic Policy 
Commission recently made public. The 
report covers developments both before 
and after the beginning of the depres- 
sion in 1929, with particular reference 
to the effects of Federal Government 
financing since 1933. 

The progressive shrinkage in the vol- 
ume of commercial loans as compared 
with the investments of banks, the de- 
crease in the part played by bank lend- 
ings in the business life of the nation 
and the drop in the composite yield on 
bank earning assets are discussed. 
Leonard P. Ayres, chairman of the com- 
mission, in a foreward says: 

“The data in this report seem to jus- 
tify the conclusions that probably for 
a long time to come the proportion of 
commercial bank earning assets which 
will be invested in securities will con- 
tinue much higher than before the de- 
pression and, while the volume of com- 
mercial loans will increase as business 
recovery advances, it seems unlikely 
that banks as a whole will soon be able 
to return to their old practice of hav- 
ing about half of their earning assets 
in commercial loans. 

“The commission does not view these 
conditions with apprehension, but 
deems them important. They call for 
modifications in banking _ practices. 

he expenses of bank operation will 
need to be readjusted to the changed 
Income producing power of earning 
assets. Also more attention should be 
devoted to the problems of the wise 
handling of investment accounts.” 

The findings of the commission’s re- 
port are summarized as follow: 

“In 1923 over 70 per cent. of the ag- 


Changes in Earning Powers of Banks 


HANGES in the earning powers of 





gregate loans of the commercial banks 
consisted of commercial credit and less 
than 30 per cent. of collateral and real 
estate loans. In 1929 commercial loans 
made up only about 5344 per cent. 
Their investments increased from ten 
billion to thirteen billion dollars. 
Grouping real estate loans with col- 
lateral loans and investments, as against 
the element of commercial credit, this 
composite group increased from 49 per 
cent. of total earning assets to over 61 
per cent. 

“These changes reduced materially 
the liquidity of the earning assets of 
the commercial banks. Granting cer- 
tain shortcomings in bank management, 
the predominant factors causing these 
changes arose from irresistible eco- 
nomic forces that originated outside of 
banking. 

“One was the alteration in the finan- 
cial habits of industry and trade by 
which a large part of their current op- 
erations were financed, not through 
commercial loans, but through capital 
transactions. Increased efficiency of 
transportation caused a considerable re- 
duction in time-volume of borrowing 
required from the banks to move a given 
amount of manufacturing and mercan- 
tile business. 

“Tt is estimated that, in 1923, of the 
total formal credit structure of the 
United States, commercial loans of 
banks constituted about 18 per cent. By 
1929 they constituted only about 12 per 
cent. 

“The banks made every endeavor to 
maintain the liquidity of their port- 
folios through the granting of the sound 
commercial loans that were offered, ab- 
sorbing virtually the total output of 
open market commercial paper and in- 
creasing materially the volume of bank- 
ers’ acceptances in use. ‘They also par- 
ticipated in security issues along: what 
appeared to be sound lines, constituting 
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a proper opportunity for increasing 
their financial usefulness and earnings. 
“A new impact of change has been 
felt in the period since 1929. This 
movement - reduced ‘the total earning 
assets of the commercial banks and 
further impaired their liquidity. From 
1929 to 1933 the percentage of their 
commercial loans dropped from nearly 
39 per cent. to about 2514 per cent. 
Since 1933 a reéxpansion has occurred 
in their total earning assets, but loans 
on real estate and on collateral plus 
investments accounted for all of this in- 
crease. Commercial loans dropped 
further, constituting by 1935 only about 
201% per cent. of the total. 
“Financing of American industry 
and trade by corporate issues also 
underwent tremendous shrinkages. At 
the same time there occurred a tre- 
mendous increase in Federal Govern- 
ment financing. The increases in the 
investments of the banks have arisen 
mainly from their purchases of secu- 
rities issued in the course of this Gov- 
ernment financing. In 1923-32 their 


holdings of Government bonds averaged 
about 31 per cent. of their total invest- 


ments. From 1933 to 1935 they aver- 
aged over 55 per cent. Their holdings 
of this class of security rose from $3,- 
740,000,000 in 1929 to $10,400,000,000 
in 1935. In addition they held a large 
volume of obligations of Government 
lending agencies for which the Govern- 
ment is contingently liable through 
various guarantees as to principal and 
interest. 

“Total deposits of the commercial 
banks expanded from 26 billion dollars 
in 1933 to nearly 35 billion in 1935. 
This was not attributable to direct loans 
to industry and commerce by banks, 
for such loans showed a large contrac- 
tion. The main factor was increase in 
the public debt. The proceeds of Gov- 
ernment borrowing from banks and 
other investors were disbursed for relief 
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and reconstruction expenditures and in 
loans to a diversity of interests through 
Government checks which came back to 
the banks and created deposits. 

“Concurrently with. these Government 
activities, there continued to be an acute 
lack of commercial loans arising from 
private industry and trade as well as a 
dearth of new corporate financing in 
the capital markets. As a result of these 
various circumstances the estimated ag- 
gregate commercial loans of the com- 
mercial banks constituted a little less 
than 5 per cent. of the nation’s total 
formal credit structure. 

“Since 1929 there have been marked 
decreases in the yields on all classes of 
bank earning assets. A rough index 
shows that the composite return in 1929 
was 5.76 per cent. In 1933 it was 
4.11 per cent. By 1935 it was down to 
3.11 per cent. In this latter period 
there was also, in respect to the invest- 
ments of the commercial banks, a 
marked concentration in United States 
Government securities which return the 
lower yields. 

“These many changes seem to indicate 
the necessity of commercial banking 
supplementing earnings from traditional 
classes of loans and investments with 
income from other forms of financial 
services. There is evidence of a more 
general application of service charges, 
expansion in personal loan activities, 
increased financing of installment sales 
and more attention to loans on real 
estate. 

“It is our opinion that it would be 
preferable and beneficial that the eco- 
nomic activities of the nation should 
return to a larger extent to methods 
again productive of commercial credit. 
However, in view of the developments 
described, it is wise for the banks to 
adjust themselves to operations which 
will give them satisfactory earnings on 
the basis of the nation’s business as it 
is now being conducted.” 











INVESTMENT 


OME of us look for gas leaks with 
S candles. Others jump on thin ice 

to test its safety. And there are 
unnumbered thousands who would un- 
consciously achieve self-destruction in 
their own inimitable style and through 
their own special devices. 

In our saner moments, we condemn 
these follies. We shake our heads and 
wag our tongues. In each case, the con- 
sequence of this thoughtlessness does 
not arouse us as much as the baffling 
morosis of these senseless incidents. 

Similarly, in the field of finance, 
there are many phases of financial fool- 
ishness which defy explanation. At the 
present moment, for example, some 
bond buyers are purchasing long-term 
high-grade issues without thought as to 
protection of principal. Can they avoid 
the penalty of careless judgment? 

Today, the bond market is riding 
high, wide and handsome. During the 
past few years, each purchase of a high 
grade bond brought with it a blessing 
from Santa Claus. The bond then pro- 
ceeded to rise substantially in price. 
But unfortunately, this blissful state of 
affairs cannot continue indefinitely— 
and that is hard for some of us to 
realize. 

Investors who purchase high grade 
long-term issues at the present level of 
the bond market and find themselves, 
in a short span of years, suffering sub- 
stantial depreciation of principal, have 
only themselves to blame. Many of us 
are pursuing an ostrich-like policy of 
sticking our heads in the sand, refus- 
ing to recognize the transiency of pres- 
ent investment conditions. Those of us 
who ignore the possibility of any 
change in the factors affecting the bond 
market, can hardly qualify ourselves as 
investors in the real sense of the word. 
After all, the term “investor” connotes 
a ceriain amount of intelligence; com- 
plete immunity to the benefits of reason 
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Bond Market Policy 






AND FINANCE 


and past experience symbolizes a state 
of intellectual inertness almost beyond 
awakening. 

It is obvious to everyone that we are 
in a period of very low money rates. It 
is equally apparent that a further de- 
cline in rates is hardly possible. Fur- 
thermore, all signs point to a firming 
in rates which is already affecting short- 
term paper. Logic and circumstance 
indicate that if any variation in money 
conditions is to occur, it will be exactly 
opposite to the trend maintained in the 
past seven years. High grade bonds, 
of course, being solely money market 
propositions, will be directly influenced. 
A tightening of rates must lead to a 
decline in bond prices. 

That bond yields must eventually 
rise, is beyond dispute. The only point 
in doubt is when this change will mani- 
fest itself. It is solely a matter of time. 
And even if we are wrong in this pessi- 
mistic outlook, there is little to lose by 
maintaining such an attitude. A con- 
tinuation of present monetary ease is 
the best that can be expected; in such 
event, bond prices may remain on a 
high plateau level for another year or 
two before finally succumbing to nor- 
mal correction. An advance cannot be 
anticipated. Extension of present ar- 
tificial conditions prevailing in the 
domestic money market will be wit- 
nessed, if at all, only because the Treas- 
ury has a large floating debt to con- 
solidate and place on a long-term basis. 

February, 1937, may well be remem- 
bered in investment circles as a date 
of warning to bond buyers. On Janu- 
ary 3lst, the Board of Governors of the 
Federal Reserve Board made public its 
decision to raise reserve requirements 
33-1/3 per cent., fully effective as of 
May 1. Though this action had been 
anticipated for some time, its announce- 
ment was followed by a wave of un- 
certainty during which the prices of 
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prime obligations literally melted 
away. An absence of bids rather than 
a large volume of liquidation featured 
this episode. In the case of some issues 
with distant maturities, the reaction 
pared bond values five or six points 
within a fortnight. Gilt-edge obliga- 
tions such as Atchison, Topeka & Santa 
Fe 4s, 1995, Chesapeake & Ohio 414s, 
1992, and Norfolk & Western 4s, 1996, 
declined abruptly. 

Later, some stability and a slight re- 
covery were experienced upon the sub- 
stitution of reason for fear. A_ re- 
appraisal of the situation revealed that 
only commercial banking funds were 
affected; that the prospective diminu- 
tion of excess reserves would have little 
direct effect on long-term bond prices 
as these funds would not, in any event, 
have sought the investment market. It 
was also pointed out that the supply of 
investment funds held by savings banks, 
insurance companies and other institu- 
tional investors remained plentiful and 
that acute concern over the situation 
was premature. 

However, by the middle of March, 
lack of confidence in the bond market 
reasserted itself. Following the un- 
favorable reception accorded a large 
public utility issue, prices declined 
anew. Subsequently, U. S. Government 
issues displayed great weakness and 
further unsettled the bond list. 

Governor Eccles of the Federal Re- 
serve Board, when questioned on the 
subject, stated that he could discern no 
immediate material hardening of long- 
term rates although, he added, short- 
term rates might rise. The Governor’s 
analysis supplemented an official state- 
ment by the Reserve authorities that 
“The Board’s action does not reduce the 
large volume of existing funds avail- 
able for investment by depositors, and 
should not, therefore, occasion an ad- 
vance in long-term rates or a restric- 
tive policy on the part of institutional 
and other investors in meeting the 
needs for sound business, industrial and 
agricultural credit.” 

But the moral of this episode is clear. 
If bond prices can decline considerably 
upon the mere mention or fear of less 
favorable market conditions, what will 
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occur when the real turn in the money 
market actually comes? Reviving busi- 
ness will sooner or later require a 
larger volume of accommodations from 
commercial banks. The state of the 
capital market will also undergo 
change when refunding issues are sup- 
planted by new capital flotations. Since 
the depression, there has been a scarcity 
of the latter. Growing confidence will 
pave the way for larger demands. 

The current upswing in industry and 
commodity prices will witness a sub- 
stantial expansion of profits. As an 
increase in income always furnishes an 
incentive for borrowing, we will wit- 
ness a decrease in the supply of unused 
credit and an increase in the supply of 
bonds and other securities available for 
investment. Such a development will 
basically alter the lop-sided demand and 
supply situation existing at present 
and will tend to eliminate the premium 
on high grade investments. 

Without adopting an alarmist phi- 
losophy, steps can and should be taken 


to protect portfolios from depreciation. 
Such a program is dictated by common 
sense and would consist, as far as pos- 
sible, of lightening up on holdings of 
long-term issues and substituting bonds 


with shorter maturities. Applying this 
theory on a practical basis is not im- 
possible, even under present market 
conditions. Several corporate issues of 
investment calibre, maturing within a 
period of ten and fifteen years, allow 
a yield about equal to those prevailing 
on similar quality issues of thirty and 
sixty year maturity. The results of 
such a policy, if adopted, will prove 
highly fruitful in the next decade. The 
reoccurrence of more normal money 
market conditions may witness a depre- 
ciation of ten to twenty per cent. in 
some fixed income obligations. This is 
something to think about and avoid. 

Some portfolio managers are predict- 
ing a period wherein the present “sell- 
ers’ market” in securities will have dis- 
appeared; when, instead of investors 
competing actively for participation In 
new issues, new issues will compete for 
favor with investors. Low yields and 
high bond prices won’t be with us for- 
ever. 









1I- 


ind 


for: 


General Situation 


RANCE is making heroic attempts 

to stay the further depreciation of 

the franc and to halt the outflow of 
capital. Japan has announced a more 
moderate policy in dealing with China. 
The international conflict conducted on 
the soil of Spain continues. England 
is preparing to make enormous outlays 
for rearmament purposes. Foreign 
countries of the Western Hemisphere 
are not only at peace, but practically 
all of them are showing marked im- 
provement in their economic condition. 
In many lands the fear of war persists, 
and this accounts for the widespread 
tendency to increase armaments—a 
course which some consider as the best 
guaranty of peace, while others regard 
it as directly provocative of war. 




























Great Britain 


ConpITIONs in the British Isles reflect 
a high degree of activity, no small part 
being due to the efforts being made for 
national defense. If such efforts had 
come at a period of depression, they 
would have been more welcome than 
they are now when industrial and com- 
mercial activities are at a high level. 
Coming at this time, it is feared that 
the result may be a too rapid develop- 
ment of production, much of it of an 
unhealthful character. 





































































FOREIGN BANKS ARE 


FINANCIAL SITUATION ABROAD 
A Monthly Survey 
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The Central Bank of India, Limited 
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This phase of the situation was thus 
commented on by The Economist in a 
recent issue: 


“Economically, the government’s de- 
fense expenditure will clearly give an 
immediate stimulus to our domestic 
boom. But already its disadvantages 
are making themselves felt in obstruct- 
ing normal civil development and in 
diverting attention from our export 
business. Launched on the crest of an 
incipient boom, the draft on our eco- 
nomic resources, the intense concentra- 
tion of demand on particular industries, 
and the accumulation of reserves of 
material in a_ sellers’ market must 
rapidly lead to competitive bidding, in 
all markets for labor and materials, be- 
tween producers of war material and 
those serving civil demand. Sharp rises 
in wholesale prices and overtime rates, 
naturally followed by rises in retail 
prices and wages, will perform the 
function of diverting limited resources 
from civil to military production.” 


As shown by the Board of Trade 
figures, the balance of payments of the 
United Kingdom showed a debt balance 
of £19,000,000 for the year 1936. The 
excess of imports of merchandise and 
silver for the year was £346,800,000. 
This deficit of £19,000,000 contrasts 
sharply with the £100,000,000 of over- 
seas claims annually made a few years 
since. 











UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
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BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business ef foreign Banks. Inquiries and correspondence invited. 


Budget prospects for the close of the tion. Imports continue to expand more 


present fiscal year indicate a small sur- 
plus, or at least a deficit of only minor 


proportions. 
® 


In the opinion of The Economist 
prices have already reached a point that 
may be considered dangerous—a situa- 
tion that provides speculators with a 
happy hunting ground. 


@ 


There are some indications that the 
period of low interest rates is approach- 
ing its end, not directly evidenced by a 
hardening of rates, but indicated by a 
“heaviness” in gilt-edged securities. It 
is expected that this tendency will be 
further increased by the plan to borrow 
large amounts for rearmament expendi- 
tures. 


France 


EXTRAORDINARY measures have had to 
be taken recently to prevent further de- 
preciation of the franc, to halt the out- 
flow of capital and to provide for the 
huge outlays required for national de- 
fense and to meet the demands for en- 
larged social services. A loan of up- 
wards of $400,000,000 was recently 
announced, to be repaid in either francs, 
sterling or dollars, and special meas- 
ures to meet the situation have been 
taken by the Bank of France, paying out 
gold freely being one of special note. 

Prices continue to rise, though at a 
moderate rate, and the increase is at- 
tributed partly to insufficient produc- 
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rapidly than exports. The real prob- 
lem that France is facing is the repatria- 
tion of the capital that has taken flight 
in such large proportions in recent 
months. 


Germany 


REVIEWING the situation at the turn of 
1936-37, the report of the Reichs-Kredit- 
Gesellschaft finds that “In the course 
of four years Germany has succeeded, 
by the deliberate application of all her 
productive forces, in replacing the deep 
depression of 1932-33 with a situation 
of the utmost activity. Output has 
reached a level never previously at- 
tained; unemployment has been sub- 
stantially overcome; the production and 
consumption of goods, the national in- 
come, the returns to industry and com- 
merce, the receipts from taxation and 
customs, are all steadily rising.” 

Figures are given in detail to support 
this favorable view of the situation. 

Late in February a considerable part 
of the 500 millions of treasury certifi- 
cates had been subscribed. The interest 
rate on the loan is 41% per cent., and the 
issue price 9834. 


Poland 


Accorp1nc to the chief statistical office 
in Warsaw, the United States occupied 
third place among the chief sources of 
supply to Poland in 1936 (119,000,- 
000 zl.) , compared to 123,000,000 zlotys 
in 1935, when it held second place. 
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First established 
private bank in 
Norway 


Germany led (149,000,000) in 1936, 
and England closely followed (142,000,- 
000 zlotys). 

The chief customer of Poland in 1936, 
as in the previous year, was England 
(222,000,000 zlotys in 1936 and 181,- 
(000,000 zlotys in 1935), while the 
United States rose from seventh place 
in 1935 (43,000,000 zlotys) to fourth 
place in 1936 (67,000,000 zlotys). 
Seventh place in 1936 was taken by 
Czechoslovakia (49,000,000 zlotys) . 

In the foreign trade, late returns show 
a continuation of the favorable balance, 
imports decreasing while exports show 
a large gain. 

The budget estimate for 1937-38 con- 
templates a surplus of 300,000 zlotys. 


Sweden 


THE price level in this country is show- 
ing a higher rise lately than in England 
or the United States. Foreign trade 
statistics show increase in both imports 
and exports, but exports show the 
greater gain. 

To curb the rise in prices, there has 
been some talk of an increase in the 
gold value of the kronor. 


The Argentine 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived a cable, under date of March 5, 
containing the following: 

Further new Argentine records were 
made in January when both the volume 
and value of exports reached all-time 
highs, with 2,375,000 tons and m$n 280,- 
155,000. The favorable trade balance 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 










Paid up capital 
and reserve funds 
Kr. 40,000,000 





was 173 million pesos or nearly one- 
third of the total for 1936. It will be 
noted that while export volume was 
90.7 per cent. above the same month 
last year, values increased even more, 
by 95.4 per cent., in spite of the fact 
that this year’s small-grain crops are 
about 60 per cent. larger than a year 
ago. 

January turnover on the Buenos Aires 
Stock Exchange amounted to m$n 149,- 
089,000. 


Union of South Africa 


From the Monthly Trade Report of 
Barclays Bank (D. C. & O.), it is learned 
that the total of bank deposits in the 
Union, as disclosed in the monthly re- 
turns rendered by the commercial banks, 
fluctuated between £80 millions and £90 
millions during the last three years but 
in November, 1936, the total rose to 
£92,490,934. The demand for bank 
credit occasioned by more active busi- 
ness conditions is reflected in the grad- 
ual increase in advances and discounts 
which stood at £51,539,979 on Novem- 
ber 30 last as compared with £46,052,- 
938 on the corresponding date in 1935 
and £33,651,958 at the end of July, 
1933, when the figure returned was the 
lowest for a number of years. The total 
of advances and discounts for October 
and November last was the highest re- 
corded since November, 1929. The 
ratio of cash reserves to liabilities to 
the public at the end of November was 
26.77 per cent. which is lower than has 
been usual during the past four years; 
nevertheless this ratio is about double 
that normally maintained in the years 
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preceding the departure of the Union 
from the gold standard. 


Turkey 


BuDGCET receipts are showing favorably, 
the ordinary receipts for the current fi- 
nancial year being greater by Ltq. 19,- 
300,000, compared with the same period 
for the preceding year. Foreign trade 
for the first ten months of 1936 showed 
a favorable balance of Ltq. 7,300,000, 
compared with an adverse balance of 
Ltq. 6,500,000 for the same period of 
1935. 


Finland 


Accorpinc to the Monthly Bulletin of 
the Bank of Finland, the net foreign 
credit balances due to the joint stock 
banks decreased at the end of last year 
by 66.9 million marks, as the banks 
continued to draw on their balances 
abroad and their foreign indebtedness 
also rose to some extent. The net credit 
balances of the joint stock banks at the 
end of 1936, nevertheless, amounted to 
309.4 million marks as against 181.9 
millions at the same date in the pre- 
ceding year. 


Denmark 


ForeEI¢Nn trade for the year 1936, com- 
pared with 1935, was: 


1935 1936 


Imports Kr. 1,330,200,000 Kr, 1,484,100,000 
Exports 1,267,500,000 1,379,600,000 


Excess 


Imports 62,700,000 104,500,000 


Mexico 


Like Canada, Mexico is now deriving 
a large income from American tourists, 
who are now visiting the country in 
growing numbers. The Mexican News 
Digest estimates that 100,000 tourists 
entered Mexico in 1936, making the 
country richer by 50 million pesos. So 
great has been the influx of tourists re- 
cently that the foreign exchange busi- 


ness of the banks has largely increased. 
Not only have the banks had to increase 
their personnel, but some of them have 
opened foreign exchange offices in the 
leading hotels. 


© 


INTERNATIONAL BANKING NOTES 


SVENSKA HANDELSBANKEN (Stockholm). 
—At the meeting of shareholders, held 
January 28, a report was presented 
showing Kr. 11,556,757 at the credit 
of profit and loss account. A dividend 
at the rate of 8 per cent. was paid to 
shareholders, Kr. 2,000,000 transferred 
to a special reserve fund, and Kr. 1,- 
186,604 carried forward. With some 
other additions to reserve, the statement 
of the bank now shows: Capital, Kr. 90,- 
000,000; reserve funds, Kr. 45,000,000; 
special reserve fund, Kr. 10,000,000, 
making aggregate capital and reserves 


Kr. 145,000,000. 


A Scientific 
Banking System 


By Newron D. ALLInG 


Past President, American Institute of Banking 


— 


HE author of this thought- 

provoking pamphlet believes 
that this country will never 
have an efficient banking sys- 
tem until it is recognized that 
“banking” and “financing” are 
iwo entirely separate functions. 
The remedy is to take the in- 
vestment business from _ the 
banking business. In this mono- 
graph he explains exactly how 
his plan would operate. 


Price 50c 


— 


Bankers Publishing Company 
465 Main Street 
Cambridge, Mass. 
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ENation-wide Organization 


SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


an Francisco Office: 333 California St. 


Current Conditions in Canada 


VERSHADOWING other features 

of the business situation during 

the past month, says the March 23 
monthly letter of the Bank of Montreal, 
has been the Dominion Government’s 
budget, presented to the House by the 
Minister of Finance on February 25. 
Exceptional interest attached to this, 
not only because of its bearing on pro- 
spective taxation, but also because it 
had been announced that the Minister’s 
statement would disclose the long- 
awaited terms of the revised Anglo- 
Canadian trade agreement. In regard 
to the first of these two points the 
Minister could offer no relief for the 
tax-payers; on the other hand, no new 
taxation was proposed, the only change 
in existing levies being some minor ad- 
ditions to sales tax exemptions. With 
respect to the trade agreement, exten- 
sive downward revisions of the tariff 
affecting a wide variety of interests, in 
particular the textile industry, were an- 


nounced. On the whole, the budget was 
well received throughout Canada and 
abroad. 

As the budget figures were produced 
before the end of the fiscal year 1936-37, 
the Minister could give only provisional 
totals, but he had a much more cheer- 
ful tale to tell than a year ago. The 
total revenues from taxation and other 
sources, estimated at $452,123,000, 
showed a gain of $80,000,000 over the 
figure for 1935-36, $372,596,000, and 
was $60,263,000 in excess of the or- 
dinary expenditures estimated at $391,- 
860,000; last year the revenues fell just 
short of meeting the ordinary expendi- 
tures. Special and capital expenditures. 
and outlays on government-owned en- 
terprises, placed at $147,658,000, were 
down by $12,388,000, and the total 
deficit was $87,395,000, which was a 
notable improvement upon the deficit 
of $160,000,000 recorded for 1935-36 
and was $12,500,000 better than the 
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sum forecast for the deficit by the Min- 
ister in his previous budget speech. Dur- 
ing the year the direct debt of the Do- 
minion was increased approximately by 
the amount of the deficit, and the pro- 
visional estimate of its total on March 
31, 1937, after active assets were de- 
ducted, was $3,093,495,000. The dis- 
closure that unemployment relief would 
cost the treasury $80,500,000 this year, 
or a million more than in the previous 
year, was disappointing. The sum re- 
quired for the deficit of the Canadian 
National Railways system, $43,303,000, 
was down by some $4,000,000. 

In regard to the fiscal year 1937-38, 
the Minister confidently predicted a fur- 
ther improvement in the national 
finances. Estimating the aggregate reve- 
nues at $485,000,000, and expenditures 
at $520,000,000, he forecast that the 
overall deficit would not exceed $35,- 
000,000 and he held out hope that the 
government, in the following year, 


would attain its avowed objective of a 
balanced budget. The Minister declared 
that the past twelve months had wit- 
nessed clear and gratifying evidence of 


expanding business activity and more 
widely distributed economic betterment, 
and said that the immediate outlook 
pointed to a continuation of the present 
encouraging trends in economic activity. 
But he was careful also to point out 
that certain special problems inherited 
from the war or arising out of the coun- 
try’s economic and political structure 
still awaited solution. 

The terms of the revised trade agree- 
ment between Canada and the United 
Kingdom showed that, except with re- 
gard to a limited number of commod- 
ities, the right of free entry for Canadian 
products into Great Britain is retained 
and Canada is given guaranteed pref- 
erence margins on 21 commodities, in- 
cluding wheat, butter, cheese, apples, 
timber, copper, canned salmon, zinc, 
lead and patent leather. The Dominion 
is also accorded a reduced rate on silk 
stockings and a guarantee against in- 
creased duties on automobiles. The 
maximum quota of 280,000,000 pounds 


of bacon and ham exports to the United 
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Kingdom is retained and exports of 
cattle and meat up to 50,000 head of 
cattle annually are safeguarded. The 
concessions granted by the Dominion 
include tariff reductions on 179 items 
and guarantees against increases on 246 
items. The number of tariff items on 
which margins of preference were guar- 
anteed against decrease under the old 
agreement has been reduced from 215 
to 91. Reductions in the Canadian 
tariff apply, among other commodities, 
to textiles, glass, iron and steel, machin- 
ery, leather, boots and shoes, paper 
products, paints and varnishes, soaps, 
brushes and silverware. There is a 
mutual undertaking not to require a 
higher British content than 50 per cent. 
in goods for export, and each country 
holds itself free to suspend preferences 
if advantage is taken of them for the 
purpose of monopolistic control. As a 
check on the possible dumping of goods 
in the United Kingdom by Canadian 
exporters, the Canadian Government 
agrees to exempt particular classes of 
United Kingdom goods from dumping 
duty on this side. This meets a com- 
plaint that Canadians could dump in 
the United Kingdom while British ex- 
porters were prevented from retaliating 
because of the ordinary duty plus spe- 
cial duty applied by the Dominion. The 
new agreement became effective at mid- 
night, February 25, and will be in op- 
eration for three years as against five, 
which was the duration of its pred- 
ecessor. 

The Monthly Commercial Letter of 
the Canadian Bank of Commerce for 
March reports a pronounced industrial 
advance for the preceding month, suffi- 
cient to more than offset the slight re- 
cession in January, and great enough 
to raise the level of industrial activity 
above that of a year previous. Steel 
production increased by more than 10 
per cent. over the January-February out- 
put of 1936. Automobile production 
also increased, and in other heavy in- 
dustries the gain reported raised the 
level of their operations above 80 per 
cent. of capacity, as compared with less 
than 70 per cent. a year previous. 













ADVERTISING AND 


‘UCH has been said about the pos- 
sibility of a nation-wide effort on 
the part of bankers to educate 

and explain banking essentials and serv- 
ice to the public. 

There are some pertinent questions 
that might well be raised during the 
present “talk-about-it” stage. That such 
a program, properly handled, would be 
of great benefit cannot be denied. Pub- 
lic relations is now a scientific working 
tool as many large industrial organiza- 
tions can testify. 

Competent public relations efforts in 
other fields have been cited many times. 
One example will now suffice—that be- 
ing conducted by the Association of 
American Railroads. This dramatic un- 
folding of railroad services commands 
the attention and respect of all who see 
it. A major industry can raise its voice 
be heard—and be understood. 

A similar endeavor on the part of all 
banks would have several desired re- 
sults. Banks for the most part spend 
their own advertising money to acquire 
local business. They cannot spread 
their advertising appropriations sufhi- 
ciently to reach the mass of people hav- 
ing no need for banking services. Yet 
these are the people who sit in the 
driver’s seat when it comes to translat- 
ing prejudices and inclinations into the 
votes which decide banking legislation. 

A nation-wide campaign would show 
these numbers of people how banking 
affects their well-being regardless of the 
extent they personally use banking fa- 
cilities. Such a campaign would reach 
into far corners where individual banks, 
for any one of a number of reasons, 
have not done a public relations job 
among their own people. These two 
factors alone point out the need for some 
sort of national, codperative effort. 

A broad public relations effort such 
as this would have to be better than 
good—-it would have to be excellent. 








Edited by Malcolm Davis 


A Nation-Wide Public Relations Campaign ? 


PUBLIC RELATIONS 


If it were not excellent the thing would 
be a flop. And it would be better not 
to have any such effort at all than to 
have one that failed to click. 

Several factors might make it fail to 
click. Many a fine man possesses a 
sound, keen banking mind. His sensi- 
bilities are thoroughly trained in bank- 
ing. But a keen banking mind is rarely 
an equally astute public relations mind. 
The keen banker is, in a sense, placing 
the future of banking in the hands of 
public relations experts. Would the 
banker be willing to do this? Would 
he be willing to let the experts do a 
compelling public relations job and 
keep his hands off? Or would he feel 
honor bound to criticize, to offer sug- 
gestions, or perhaps to demand re- 
visions until the effort looked perfect in 
his own eyes? Should this come about 
it would probably look quite imperfect 
to the public relations expert. Would 
a brilliant idea, brilliantly executed, be 
mangled in conference and become the 
subject of bitter compromise? Would 
the compromise be a washed-out shadow 
of the original? 

Such an effort would have to have 
personal encouragement and_ backing 
from bankers acting as individuals in 
their own communities. Assume the 
campaign to be entirely worthy. Would 
the rank and file of bank executives, 
untrained in public relations technique, 
have a true appreciation of what was 
being accomplished? Would bankers 
be stimulated to meet and exceed the 
implied promise, inherent in such a 
campaign, of better service to the pub- 
lic? Or would they let the campaign 
bear the entire load without following 
through and actively codperating with 
it as individuals representing American 
banking as a whole to their local com- 
munities? 


These questions are worth consider-’ 
ing by all interested parties. 


In their 
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BANKERS 


Eeicient transportation 
facilities are as indispensable to 
commerce as is the credit which 


supports all business. For the 
establishment of such credit, The 
Commercial National Bank offers 


intelligent banking service. 


The 
COMMERCIAL 
NATIONAL BANK and 
TRUST COMPANY 

of NEW YORK 


FIFTY-SIX WALL STREET 


MEMBER: FEDERAL RESERVE SYSTEM 
NEW YORK CLEARING HOUSE ASSOCIATION 
FEDERAL DEPOSIT INSURANCE CORPORATION 


One of a series of advertisements run dur- 

ing 1936 by The Commercial National Bank 

and Trust Company of New York. The 

series, in miniature, is now available in 
booklet form. 


MAGAZINE 


answers lies the success or failure of 
any nation-wide, codperative effort to 
dramatically explain the constructive 
relation of banking to every-day lives. 


+e) 


How Banks Are Advertising 


ADVERTISEMENTS of The Commercial 
National Bank and Trust Company of 
New York, New York City, during 1936 
have been reproduced in fac simile and 
issued in booklet form. Appearing in 
newspapers and magazines throughout 
the year, they present a striking example 
of what can be done by banks to catch 
the reader’s attention and then get the 
message across. The series is distin- 
guished by striking. illustrations and 
short, pointed copy. The advertise- 
ment reproduced here is typical of 
others. One column advertisements 
are liable to be overpowered by 
the rest of the page, but these are so 
beautifully produced that they readily 
stand out from the page no matter what 
competition for the reader’s attention 


they meet. 
; % % * 


AN open letter to physicians, dentists 
and hospitals is published as an ad- 
vertisement by The First National Bank 
and Trust Company, New Haven, Conn. 
The ad reproduces the letterhead of the 
bank and is signed by the manager of 
the bank’s personal loan department. 
It reads: 


Dear Doctor: 

The First National Bank has a service 
... the Personal Loan Plan... the pur- 
pose of which is to enable responsible in- 
dividuals to borrow money, to be repaid in 
installments, for any worth while purpose, 
at reasonable rates of interest. 

We are calling the Plan to your special 
attention because experience in cities with 
similar plans show that 

over 30% of such loans are used to pay 
for medical and dental services. 

It is suggested, therefore, that the use 
of our Personal Loan Plan by those requir- 
ing extensive medical or dental attention 
—or those owing large medical or hospital 
bills—would be of material assistance to 
you, and we take this opportunity of assur- 
ing you that requests for loans for such 
purposes will receive prompt consideration 
here. 

Very truly yours, 





L 
| 
) 


h 





























We welcome a new wrinkle in bank 
advertising which couldn’t be used by 
all banks, but could surely be used 
with distinction by some. Two ads of 
this series have come to our attention. 
In cartoon style, one of these pictures 
three mountaineers. A log shanty is in 
the background. Two of these lanky 
backwoodsmen are barefooted and are 
eagerly inspecting the third who is 
wearing a brand new pair of shoes. 
A mongrel dog sniffs with interest at 
these newfangled pedal habiliments. 
One of the shoeless ones is saying, 
“Zeke aughta’ go far. He’s got a Sav- 
ings Account at the Commercial Na- 
tional Bank.” Also in cartoon is the 
second advertisement. A stork is flying 
low over the housetops carrying triplets 
in the usual fashion of storks. The 
stork is saying to itself, “Unless these 
folks have a savings account at the Com- 
mercial National Bank, I’ll have to take 
two of them back.” The reaction the 
bank has received from people in Kan- 
sas City, Kan., has been favorable to 
this unusual style of advertising. People 
seem to like it and after all why 
shouldn’t they? Lots of things are sold 
with a smile so why not bank services? 


* * * 


Tuis department has mentioned before 
the movie on banking produced by the 
Federal Reserve Bank of Minneapolis, 
showing how the “Fed” operates. The 
film has been available to bankers in 
the Seventh and Ninth Federal Reserve 
districts and interest in it has been 
stimulated by A. R. Gruenwald, public 
relations director of the Wisconsin 
Bankers Association. Up to March 1 
bankers in Wisconsin, codperating with 
the association and with the Federal Re- 
serve Bank in Minneapolis, had ar- 
ranged more than a hundred showings 
of the movie in theaters, schools and 
various clubs and organizations. Some 
40,380 Wisconsin people have already 
seen the movie. Their reactions, and 
the reactions of the bankers contribut- 
ing to the showing of this film, has 
been highly enthusiastic. Reports in- 
dicate that the audiences, even in movie 
ouses, were tremendously interested in 
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the film. What has been done in Wis- 


consin might well be done in other sec- 
tions of the country. 


* * * 


In its “Monthly Report to Customers,” 
for February, The Bridgeport-City 
Trust Company, Bridgeport, Conn., pre- 
sents some “Historical Sidelights on 
Taxation.” This amiable and illuminat- 
ing booklet does a splendid job of tak- 
ing a rather complicated subject and 
building a good working background 
of tax knowledge interestingly and com- 
pactly. In five pages, ten “chapters” 
are discussed. Some of the “chapter” 
headings are: People Did Not Always 
Have To Pay Taxes; Heavy Taxation 
On Wealth Is Not New; People Have 
Always Tried To Escape Taxation; Tax 
Reforms Result From Economic Pres- 
sure, Not Altruism; The History Of 
Taxation Is A History Of Complaints. 
The last page of the booklet explains 
the bank’s services as “A Managerial 
Organization.” 


* * * 


RATHER than just the usual prestige in 
institutional advertising, the Marshall 
& Ilsley Bank, Milwaukee, Wis., is pre- 
senting in its new series little lessons 
in economics served to the reader in 
simple and palatable form. “How a 
Bank Earns Its Wages” is the heading 
of one advertisement. “When Dollars 
Want Jobs” heads another. No illus- 
trations are used, but clear type and 
ample white space make reading easy 
and the paragraphs are short and con- 
cise. Sample paragraph: “Jobs for Dol- 
lars mean Jobs for Men. Unemployed 
Dollars are as bad for a community’s 
economic welfare as unemployed men. 
When both men and dollars are fully 
employed in productive jobs we are 
face to face with this thing called ‘Pros- 
perity.”” Each of the advertisements 
offers to send a leaflet, “This Matter of 
Choosing Your Bank,” which presents 
certain yardsticks used by the average 
individual in selecting a banking con- 
nection, develops questions and answers 
concerning such yardsticks and _ tells 
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Pride of Brooklyn in 185! 


Presenting a new type face known as “Flex”, designed by George Salter. 


This 


sample is the heading of one of the new advertisements of The Williamsburgh Sav- 
ings Bank, Brooklyn, N. Y. So far as we know it is the first time the type has 
been employed in any bank advertisement. 


how the bank measures up to the vari- 
ous points raised. 


* e * 


An excellent piece of good-will pub- 
licity in behalf of the State Street Trust 
Company, Boston, Mass., appeared re- 
cently in the rotogravure section of The 
Boston Sunday Globe. Nearly a page 
was devoted to the subject “You Write 
A Check—And Then What Happens?” 
Sub-head of the page explains that a 
staff photographer followed a check all 
around the bank with his camera. Seven 
pictures tell Boston Globe readers how 
this business of writing checks sets in 
motion a complex and highly organized 
banking machinery. The pictures: (1) 
A depositor writes a check; (2) cashes 


it; (3) check is photographed by Re- 
cordak; (4) goes to bookkeeping de- 
partment; (5) listed on “batch sheet”; 
(6) goes through cancelling machine; 
(7) shows bookkeeping department and 
explains how check is charged against 


depositor’s account and filed in state- 
ment envelope. Publicity of this use- 
ful nature most surely comes under the 
head of “sound public relations.” 


* * * 


From October, 1935, to September, 
1936, the advertisements of The Wil- 
liamsburgh Savings Bank, Brooklyn, 
N. Y., have been rated sixth of all banks 
and first of all savings banks by Soc- 
rates of Bank-Ad Views. At this writ- 
ing they still mantain this position. A 
new series, beginning March 10 should 
surely see a continuance of such a 
record, for the ads will use a brand 
new type called “Flex.” In fact the 
series, historical in flavor, have been 
built around this type. Designed by 
famed George Salter, “Flex” has been 
used for heading and signature, with 
Egmont type for the body of the copy. A 
sample of “Flex” is reproduced here- 
with for all those interested in new 
type faces. 


HIGHLIGHTS 


HEN the Ohio River regained its 

senses and went away from the 

vault doors of the National Bank 
of Portsmouth, it was found that the 
greedy waters had not seeped into the 
bank’s vault at all; now the bank ad- 
vertises a flood-tight vault. . . . Com- 
munity classes on public relations for 
bankers in twenty sections of Virginia, 
to be held a night a week for six weeks, 
have been started by the education com- 
mittee of the Virginia Bankers Asso- 
ciation; “Constructive Customer Rela- 
tions” is the textbook.... Under 
“The Manhattan Plan,” a bank personal 
loan service, no interest is deducted in 
advance as it is payable along with 
monthly payments on principal; this 


Plan is a new service of the Bank of the 
Manhattan Company. . .. Newest in 
the direct mail trust series of the Cen- 
tral Hanover Bank and Trust Company, 
is one entitled “Two Industrialists”; 
two preceding pamphlets were called 
“Two Sons” and “Two Men.” .. . 
The Cleveland Trust Company cer- 
tainly tells a trust story for itself in a 
recent ad of few words; here is the 
entire copy, “Customers in 48 states 
and territories and 27 foreign coun- 
tries are using the services and group 
judgment of our trust department.” 
... “Thank You Nashville and the 
Central South,” heads an ad from The 
American National Bank; reason is 
that (as table illustration shows), 











“every month in 1936 saw more new 
accounts opened than the correspond- 
ing month in 1935.” . . . The Fidelity 
Union Trust Company drive for check- 
ing acounts of Newark, N. J., citizens, 
tells in each ad how several members 
of the community benefit by using such 
facilities; recent ad tells the stories of 
(1) The Shop Owner, (2) The Lawyer, 
and (3) The Cigar Store Proprietor. 
... Speaking of The Fidelity Union 
Trust Company—Barclay B. Baekey 
has resigned his position as advertising 
manager of the bank to go with The 
Merrill Anderson Company, New York 
financial advertising counsel; Edward 
S. Atwater III has succeeded Mr. 
Baekey. .. . 

Heading a Trust Company of Georgia 
ad is the question, “Would You Hire 
a Chauffeur Who Couldn’t Drive a 
Car?”—naturally, one wouldn’t—“Then 
why,” the copy continues, “endanger 
your family’s future * * by naming an 
inexperienced Executor-Trustee?” .. . 

The emblem of the Fourth National 
Bank out in Tulsa, Oklahoma, is on a 
shield—a recent ad uses this shield to 
excellent advantage; the ad has a dark 
background on which are two shield- 
shaped white spaces diagonally across 
it—one of these white spaces contains 
the heading and the other the copy— 
the regular shield emblem acts as 
signature. . . . The third of a series 
reporting the business of the Lincoln- 
Alliance Bank and Trust Company to 
Rochester, N. Y., citizens states that in 
1935 the bank made new loans totaling 
$14,161,708, and in 1936 made new 
loans totaling $23,737,137; happy days 
are here again. . . . Good will note: 
The Merchants National Bank, Mobile, 
Ala., devoted some of its advertising 
columns to appeal for flood donations 
to the Red Cross. . . . 

For its 47th anniversary ad, the 
Jackson-State National Bank reproduces 
part of the editorial page of The Clar- 
ton Ledger which told the Jackson, 
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Miss., townsfolk of that day about a 
new bank commencing “business today.” 
... The Hampden Savings Bank, 
Springfield, Mass., presents a “Calen- 
dar Budget Book” with the calendar 
part offering helpful suggestions for 
each month and the budget part help- 
ing to keep the income above the outgo. 


Nothing like adding a little local 
color now and then, so how about this 
one?—The Washington Loan and Trust 
Company, Washington, D. C., is run- 
ning a down-through-the-years series 
and the heading for each ad _ says, 
“From Harrison in 1889 to Roosevelt 
in 1937.” . .. Coincidentally there is 
The Second National Bank of Washing- 
ton saying “We Knew Them All” and 
listing presidents from Grant to Roose- 
velt, with “Roosevelt” in the biggest 
type of all. . . . What manner of man 
this Roosevelt must be!—one moment 
he is the target for bankers’ popguns 
and the next their advertising ammuni- 
tion—'tis, forsooth, a wondrous world. 
... This department is written a 
couple of days before the Ides of March 
(one of the Income Ides, you know— 
or should it be “Hides”?) well, any- 
way, it is therefore pertinent to men- 
tion a St. Louis Union Trust Company 
ad which reprints the part of a diary of 
“an inexperienced Executor” telling 
how “I Overlooked An Opportunity to 
Save Taxes.” ... 

Things seme to be well in Bound 
Brook, N. J., for The First National 
Bank of that city advertises the fact 
that it handled for its customers during 
1936, some 395,000 checks, an average 
of 220 checks for each Bound Brook 
family. . . . Parts of a recent John T. 
Flynn article in Collier’s entitled “Ad- 
vice to Suckers,” dealing with stock 
market speculation, is used as copy for 
an ad of The Hamilton National Bank, 
the heading of which advises Knoxville, 


Tenn., people that “Regular Saving Is 
ee 






BOOKS FOR BANKERS 


PROFITS AND PROBLEMS IN SMALL 
Loans. By Howard Wright Haines, 
cashier, The First State Bank in 
Kansas City, Kansas. The Bankers 
Publishing Company, 465 Main 
Street, Cambridge, Mass. $3.50. 


THE author of this book has had wide 
experience in developing and supervis- 
ing small credits in banks. As a pioneer 
in this field, he was among the first to 
urge the addition of personal loan de- 
partments to other services performed 
by banks. For many years his was the 
only commercial bank in the Middle 
West offering a specialized deferred 
payment plan for consumers. His first 
book, “The Small Loan Department” 
was published in 1931. 

In this new book he discusses the 
possibilities and problems of the small 
loan department based not only on his 
own experience but on data gathered 
from banks in all parts of the country 
which have conducted such departments. 

Among other topics Mr. Haines con- 
siders Modernization Credits; Indus- 
trial Banking; Chattel Loans; Co-maker 
Loans and Automobile Financing. 


America: A RE-AppRAISAL. By Harold 
E. Stearns. New York: Hillman Curl, 
Inc. $3.00. 


WITH all of the fervor of a recent con- 
vert, Harold Stearns affirms his passion- 
ate faith in American ideals and 
American democracy in a trenchant sur- 
vey of American institutions. The au- 
thor spent the decade after the war in 
Paris with that colony of expatriates 
who had lost faith in America and felt 
that true civilization could only flour- 
ish on European soil. Thoroughly dis- 
illusioned as to Europe he came back 
home a few years ago to discover with 
joy that in spite of its manifold faults 
America had more to offer than any 
other country in the world. 

“At whatever point you touch the 
complex American life of today,” he 
writes, “you get a sense of new con- 
fidence, new pride, and even new hope. 
It is something deeper than mere eco- 
nomic recovery or mere exhaustion with 
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despair. It is a growing awareness that, 
for all our mistakes, we are not com- 
mitted to the type of suicidal national- 
ism—or to the even more murderous 
class warfare cutting across national 
boundaries—both of which are holding 
Europe in a death-vise.” 

To those pessimistic bankers who feel 
that these United States are hell-bent 
for ruin Mr. Stearns’ latest book is en- 
thusiastically commended. 


THE PostaL SAVINGS SYSTEM OF THE 
UNITED. STATES. Committee on Bank- 
ing Studies of the American Bankers 
Association. New.York: The Ameri- 
can Bankers Association, 1937. Pp. 
294. 


TuIs volume is one of those interesting 
studies which are prepared from time 
to time by the American Bankers Asso- 
ciation. One of the most valuable sec- 


tions of this book is found in the maps, 
graphs and tables of figures which take 
up some two hundred of the pages. 


Here is material for the detailed study 
of the whole matter as it now stands 
and from this material every reader 
may make his own analysis and draw 
his own conclusions. 

The text, however, is by no means 
unimportant for it presents a moderate 
and reasoned statement concerning the 
history and present position of the 
postal savings system from the stand- 
point of the American Bankers Asso- 
ciation, a point of view which is prob- 
ably shared by the majority of bankers. 
It takes up in order the following 
topics: a brief outline of the movement 
that led to the establishment of the 
postal savings system, the economic and 
social arguments which were advanced 
at that time, the postal savings deposi- 
tory act of 1910 and the amendments 
thereto, the present status of the postal 
savings system and the present status 
of the banking system in so far as it 
may have bearing on the postal savings 
system, a summary of conclusions, the 
text of the postal savings act and a 
financial statement of the postal savings 
system as of June 30, 1935. 





Che Chapters 
& 


. CO-MAKER LOANS 


Direct and Indirect 


. MODERNIZATION 


CREDITS 
Methods of Operation 
. INDUSTRIAL BANKING 
Growth and Effect 


. SHOULD BANKS MAKE 
CHATTEL LOANS? 


Analysis of Costs, Serv- 
ices and Profits 


. DIGEST OF REPORTS 


Consensus of Opinion 


. CONCLUSIONS 


How about that 
Small Loan 


Department? 


Have you one in your bank? 
Would you like to start one? The 
successful operation of such a 
department demands a_ thorough 
knowledge of its possibilities and 


risks. 
Get the facts from 


Profits and Problems 


in Small Loans 
By HOWARD WRIGHT HAINES 


This authoritative book presents 
in compact form the difficulties in- 
herent in the small loan field. After 
considering the snags which have 
caused so many bankers to shake 
their heads and leave such loans to 
their competitors, Mr. Haines points 
out how by so doing they are for- 
profits 
which might, with little trouble, be 


feiting to other agencies 


coming into their banks. 


We will gladly send any bank or 
banker a copy of PROFITS and 
PROBLEMS in SMALL LOANS on 


ten days’ approval. 


Price $3.50 


BANKERS PUBLISHING COMPANY 
465 MAIN STREET, CAMBRIDGE, MASS. 
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The conclusions which are reached 
are, in brief: that the postal savings 
depositories have not been established 
generally in the bankless communities, 
but that, on the other hand, over 75 
per cent. of them are in bank towns; 
that the postal savings system is in di- 
rect competition with banks despite the 
fact that the depositories were supposed 
to supplement and not compete with 
banks; that the disposition of the postal 
savings funds is not being made as 
originally planned, funds being taken 
out of the communities instead of being 
deposited in local banks; the savings 
facilities of banks are far more ade- 
quate today than they were when the 
postal savings system was started. 

The first conclusion is a statement of 
fact that needs no comment. The sec- 
ond conclusion is undoubtedly true in 
large measure, although, judging from 
the replies to the questionnaires, there 
are a good many exceptions. 

The third conclusion deserves, per- 
haps, somewhat greater consideration. 
While it is true that funds of the postal 
savings deposits are not now being left 
with the banks in the several localities 
as they were at one time, this fact is 
probably a help rather than a cause of 
loss to the local banks. Most banks 
find they have more funds to invest than 
they are able to use wisely and profit- 
ably. Certainly there is no profit to 
be made in investing in Government 
bonds under existing conditions, and 
there is a very real possibility that seri- 
ous losses from these same bonds may 
be experienced by banks before many 
years have elapsed. The third conclu- 
sion, therefore, can hardly be accepted 
at its full face value. 

The fourth conclusion is sound in 
certain respects, but when emphasis is 
placed on the strength given the bank- 
ing system by the Federal Deposit In- 
surance Corporation an issue is raised 
that is subject to serious debate. The 
strength of the corporation has not yet 
been tested and in the minds of many 
thoughtful bankers there is grave doubt 
whether that corporation, founded as it 
is on an unsound principle, will meet 
successfully the emergency which will 


some day arise. The fourth conclusion, 
therefore, requires very careful consid- 
eration before acceptance. 

This is a thoughtful book by bankers 
and for bankers and while, perhaps, 
not all bankers will agree with all of 
its conclusions, it deserves their serious 
consideration. 


Sucar: A Case STupy oF GOVERNMENT 
ControL. By John E. Dalton. New 
York: The Macmillan Co., 1937, 
Pp. x-311. Price $3.00. 


THE efforts which the Federal Govern- 
ment is making to bring business more 
and more under its control warrants 
the closest study of those cases where 
it has already played an important part 
in the organization of a given industry. 
One of the most outstanding. cases of 
this type is found in-the sugar indus- 
try in the control of which the Federal 
Government has been a dominant factor 
for a good many years. It is particu- 
larly significant at the present time to 
consider what the experience of this in- 
dustry has been. 

During the years following the Civil 
War down to the days of the World 
War, the dominating factor of control 
was the tariff. Most of the time, it was 
a question of a tariff for revenue, a 
tariff which was sufficiently high to fur- 
nish some little protection to the strug- 
gling sugar industry of Louisiana. 
There were, of course, brief periods 
when other policies were followed, as 
for example in the nineties when, for 
a few years a bounty was paid to do- 
mestic production. During this period, 
also, Hawaii came within the Union 
and its output ranked as domestic prod- 
uct. It was necessary, however, to im- 
port the largest part of the sugar con- 
sumed and more and more of this 
importation came from Cuba. This 
whole period was characterized by a 
really remarkable price stability. Gov- 
ernment control was at a minimum. 

However, the World War changed 
this situation completely. Prior to this 
time, many-of the countries of Europe 
had supplied themselves either wholly 
or in part from the product of the beet 
sugar industry whose beginnings date 
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back to the Napoleonic era. The beet 
sugar industry requires considerable 
labor which the warring nations could 
not afford and furthermore much of the 
fighting was in beet sugar areas. It 
became necessary, therefore, for Europe 
to turn to the cane sugar areas for 
supplies, and with this increase in de- 
mand, and a reduced supply, prices rose 
and production was stimulated. Not 
only was production increased in the 
cane sugar countries, but the produc- 
tion of beet sugar in this country was 
greatly stimulated. After the war, the 
demands from the armies declined and 
the beet sugar areas in Europe began 
to produce again, with the inevitable 
result that there was a great over-pro- 
duction, prices fell in the course of a 
few years to almost nothing, and com- 
plaints to Congress arose from our 
sugar areas. 


The major portion of the book in 
hand is devoted to the various measures 
which have been taken by the Federal 
Government in its efforts to control the 
sugar industry in this country in such 
a way as to satisfy the demands of the 
beet sugar growers, the producers in 
Hawaii, Puerto Rico and the Philip- 
pines, the producers of cane sugar in 
Louisiana and Florida, and the pro- 
ducers in Cuba, to say nothing of the 
refiners. During this period, the domi- 
nant factor has been the beet sugar in- 
dustry—both growers and _ refiners— 
although it supplies only about one- 
quarter of the total needs of the coun- 
try. In brief, most of the interested 
parties have been relatively well satis- 
fied by the methods of control now in 
force, methods which are based pri- 
marily on a system of quotas. The only 
interested party who has not been heard 
from is the consumer and as, in most 
cases of this kind, he has been pretty 
much left out of consideration. He is 
the one who is footing the bill, this 
time to the tune of about $200,000,000 
a year. On the other hand, it must be 


said that he is now paying for sugar 
not much more than he was before the 
war, a real contrast to what he is pay- 
ing for most other things. 

This book presents the facts in the 
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case in an eminently unbiased fashion. 
It furnishes the material on which the 
reader may draw in order to reach his 
own conclusions. The case of sugar is 
important in itself, but it is vastly more 
important as basis for judging the 
future of other industries. 


MANAGING PERSONAL FINANCES. By 
David F. Jordan. New York: Pren- 
tice-Hall, Inc., 1936. Pp. xii-426. 
Price $3.00. 

SEVERAZ books have appeared within 

the last year or two dealing with the 

question of the proper handling of an 
individual’s finances. Most of them have 
had some merit and some have consid- 
erable value. The present volume is 
the best of them by all odds. The au- 
thor has covered all of the major topics 
in a concise fashion. But best of all, 
he has written his book in such an in- 
teresting and readable style that it can- 
not help but appeal to the average 
reader who usually would find a book 
on this subject so heavy and serious as 
to deter him from its perusal. At the 
same time the author is far too great 
an authority in this field to permit his 
efforts to make the book readable pre- 
vent him from making it also thor- 
oughly sound. Most bankers will not 
find much that is new to them in this 
volume but they will do well to read it 
so that they may be in a position to 
recommend it to many of their custom- 
ers who will find it instructive and who 
must inevitably thank their bankers for 
having brought it to their attention. 
The opening chapter is given over 
to a little homely philosophy on the 
subject of personal finances in general. 
The point is emphasized that the sole 
nor even the major objective to be 
sought in the sound handling of one’s 
finances is not the accumulation of 
funds. The author calls attention to the 
fact money is only of use to the in- 
dividual when it is spent to provide 
him the things that he really needs. 

Provision for old age and unexpected 

emergencies are only a part of the 

needs. A good bed on which to sleep 
may be of far more value to a man 
than a bond tucked away in the safe 
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deposit box of the same par value as 
the bed. 

After having tried to give his reader 
a sense of proportion, the author next 
takes up some basic economic questions 
—business cycles and money—and 
treats them in a very simple yet intelli- 
gent fashion. 

Next there are three chapters on the 
spending of money. In these, the ad- 
vantages and disadvantages of buying 
on credit—the use of the ordinary 
charge account—and buying on time— 
installment buying—are analyzed. In 
this group also is a chapter on the con- 
trol of expenses and the use and limita- 
tions of the household budget. 

After a brief discussion of postal sav- 
ings, savings banks, etc., the question 
of security investment and speculation 
is taken up. The major factors in in- 
vestment are briefly outlined and the 
point is emphasized that the average 
person of limited financial resources 
almost invariably loses when he at- 
tempts to speculate. A special chapter 


is included on the subject of buying a 


home. This question of so much im- 
portance is concisely analyzed and at- 
tention is called to the disadvantages as 
well as to the advantages of home 
ownership. 

Then follow chapters on the different 
kinds of life insurance and their place 
in the organization of an individual’s 
finances, annuities, the possibilities of 
the use of trusts, especially living trusts 
and insurance trusts, and the protection 
which may be obtained from pensions. 
Finally, there are chapters on different 
types of bank accounts and how they 
may be employed, ways and means of 
remitting funds both within the limits 
of this country and abroad, and the 
uses that may be made of safe deposit 
boxes. Two rather special chapters are 
those on the making of wills and the 
start of a new business. 

The author is very fair in his dis- 
cussion of all of the various topics. He 
calls attention to the pros and cons and 
the times and occasions when the dif- 
ferent financial devices may be em- 
ployed to advantage. Not only in the 
first chapter, but throughout the book, 
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bits of sound philosophy and good ad- 
vice appear. Altogether the book is 
well adapted to the purpose for which 
it is intended. 


A BANKER MEeTs Jesus. By Rowland 
Hegedues. New York: E. P. Dutton & 
Inc. 

From the title of this book one might 

reasonably expect to find that a banker, 

after the encounter, would have drawn 
from it a lesson indicating that the 
teachings of Jesus, if rightly under- 
stood, would offer a basis upon which 
people could find, in the present world, 
the means of living together in peace. 

It seems that this might have been seen 

by the author for, on reading a book 

on War Chemistry, he says: 

“An American scientist reports with 
happy pride that with ten tons of phos- 
gene he could annihilate ten thousand 
acres of the earth’s surface. In another 
part of the book I read the report of 
a New York scientist on his invention. 
It is called kakodyloscyanide, and can 
extinguish whole field armies like a 
candle.” 

But instead of deducing from the 
teachings of Jesus their applicability to 
human affairs, the author becomes 
rhapsodical and mystical, and _ fre- 
quently descends to fruitless theological 
controversy. 

As a banker and former finance min- 
ister, the author is a little rough on 
Judas, himself a financier. 

This far from laudatory review may 
close with the one passage from the 
book that seems worthy of quotation: 

“Jesus proclaims his great eternal 
doctrine: do not hate; do not teach 
anybody that your mistake was not to 
have hated sufficiently. Your mistake 
was that you did not love.” 


SUPREME Court or Po.iticaL PupP- 
PETS? By David Lawrence, Pp. 60. 
Price 50 cents. New York: D. Ap- 
pleton-Century Company. 

WITHIN the short space of sixty pages, 

the author has presented in clear and 

trenchant sentences a defense of the 

Supreme Court of the United States 

against the proposal for its reconstitu- 
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President of the 
Lawrence objects, 


tion made by the 
United States. Mr. 
as do many others, to the method by 
which such change is to be brought 
about by a possible increase of six 
members of the court instead of by 
constitutional amendment. 


The book begins with a quotation 
from a letter from Lord Macaulay, pre- 
dicting rather dire happenings for the 
United States when a time should arrive 
something like that which exists at 
present. In this letter Macaulay says: 
“Your Constitution is all sail and no 
anchor.” But heretofore an anchor that 
has held the ship of state has been the 
Supreme Court, and the recent proposal 
of the President may be taken as a 
plan to increase the sail and reduce the 
anchor, or the ballast, whichever may 
be the proper nautical term. 


This controversy promises to be as 
historic as that over slavery. Fortu- 
nately, it is one in which the division 
is not on party lines. Those who be- 
lieve in maintaining the Supreme Court 
in its present form will find in this vol- 
ume strong reasons for their belief. All, 
whatever their views, may read the book 
with instruction and profit. 


THe UnpistripuTeD Prorits Tax. By 
Alfred G. Buehler. New York: Mc- 
Graw-Hill Book Co., Inc., 1937. Pp. 
ix-281. Price $2.75. 


Many of the statutes enacted by Con- 
gress during the past few years have 
great significance from the standpoint 
of the business man and banker, but 
none of them are more important from 
this standpoint than the undistributed 
profits tax and few of them are more 
likely to be hotly debated when once 
the issue regarding the Supreme Court 
has been settled. Not only is it likely 
to impinge seriously upon earnings, but 
it raises up many questions of business 
policy whose settlement cannot be in- 
definitely postponed. 


\s the author points out, the present 
Volume is a preliminary study of the 
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problem for it will be impossible to 
draw any definite conclusions in regard 
to its effects until more time has elapsed 
and it is possible to study what has 
taken place in actual cases. Because 
of the complexity of the matter and the 
fact that it will be necessary to make 
many decisions without experience as 
a guide, this book has particular value 
at the present time. 

The author has analyzed the act from 
various points of view. He has given 
careful consideration to it as a means 
of raising additional revenue and as an 
aid in the Government control of in- 
dustry. He has called attention to the 
inconsistency of the arguments ad- 
vanced by the Administration when try- 
ing to support both of these points of 
view. 

He has analyzed its effects on large 
and small corporations and has shown 
how it will probably weigh more heav- 
ily on the small than on the large cor- 
poration. He has studied its effects on 
different types of industry and has re- 
vealed how it will unfavorably affect 


the type of business which is subject to 


cyclical fluctuations. He has called at- 
tention to the fact that it is more likely 
to cause economic instability than 
stability. 

While his conclusions on the basis of 
the information available to him is dis- 
tinctly unfavorable his discussion is not 
partisan in character for he gives the 
reasons for conclusions and is quite 
willing to admit that there are certain 
favorable factors. The probable ill 
effects, however, greatly outweigh any 
benefits which might be obtained from 
this tax. 

Because there are few banks which 
are not interested in corporate finances 
either because they are lending to cor- 
porations or are purchasing corporation 
securities or passing on them as col- 
lateral, this is a book which should 
prove to be not only interesting but also 
of great practical value to all bankers. 
Appearing at this time, it is particularly 
timely and helpful. 





IN THE MONTH'S NEWS 


Convention Dates 


STATE AND SECTIONAL 

April 23-24—Fastern Regional Confer- 
ence of Bank Auditors and Con- 
trollers, Wardman Park Hotel, Wash- 
ington, D. C. 

April 23-24—New Mexico Bankers As- 
sociation, Hotel La Fonda, Santa Fe. 

May 4-5—Arkansas Bankers Associa- 
tion. Hotel Marion, Little Rock. 

May 4-5—South Carolina Bankers As- 
sociation. Hotel Francis Marion, 
Charleston. 

May 5-6—Indiana Bankers Association. 
Claypool Hotel, Indianapolis. 

May 6—New Jersey Savings Banks As- 
sociation. Montclair Golf Club, 
Montclair. 

May 6-7—North Carolina Bankers As- 
sociation. Carolina Hotel, Pinehurst, 
Sy << 

May 6-7—Oklahoma Bankers Associa- 
tion. Biltmore Hotel, Oklahoma City. 

May 10-12—Missouri Bankers Associa- 
tion. St. Louis. 

May 11-12—Tennessee Bankers Associa- 
tion. Nashville. 

May 12-14—California Bankers Asso- 
ciation. The Huntington, Pasadena. 

May 12-14—Kansas Bankers Associa- 
tion. Wichita. 

May 13-14—Maryland Bankers Asso- 
ciation. Hotel Traymore, Atlantic 
City, N. J. 

May 18-20—Texas Bankers Association. 
Gunter Hotel, San Antonio. 

May 19-20—Ohio Bankers Association. 
Deshler-Wallick Hotel, Columbus. 

May 20-22—New Jersey Bankers Asso- 
ciation. Hotel Traymore, Atlantic 
City, N. J. 

May 24-26—Illinois Bankers Associa- 
tion. Palmer House, Chicago. 

May 26-28—Pennsylvania Bankers As- 
sociation. Hotel Traymore, Atlantic 
City, N. J. 

May 27-28—Alabama Bankers Associa- 
tion. Hotel Tutwiler, Birmingham. 

May 27-31—District of Columbia Bank- 
ers Association. The Greenbrier, 
White Sulphur Springs, West Va. 
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May 27-June 1—New York State Bank- 
ers Association. United States Liner 
Washington, en route to Bermuda and 
return. 

June 2-3—South Dakota Bankers Asso- 
ciation. Rapid City. 

June 8-9—Mississippi Bankers Associa- 
tion. Edgewater Gulf Hotel, Edge- 
water Park. 

June 10-11—Georgia Bankers Associa- 
tion. Rome. 

June 10-11—Idaho Bankers Associa- 
tion. Hotel Rogerson, Twin Falls. 
June 10-12—Massachusetts Bankers As- 
sociation. New Ocean House, Swamp- 

scott. 

June 14-15—Oregon Bankers Associa- 
tion. Pilot Butte Hotel, Bend. 

June 17-18—Washington Bankers As- 
sociation. Bellingham. 

June 18-19—Colorado Bankers Asso- 
ciation. Estes Park. 

June 21-22—Utah Bankers Association. 
Bryce Canyon Lodge, Bryce Canyon. 

June 24-27—Michigan Bankers Associa- 
tion. Grand Hotel, Mackinac Island. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint Convention. The Green- 
brier, White Sulphur Springs, W. Va. 

June 25-26—Wyoming Bankers Asso- 
ciation. Sheridan. (Hotel not yet 
selected. ) 

June 25-26—Montana Bankers Associa- 
tion. Many Glaciers Hotel, Glacier 
National Park. 

June 26-29—Wisconsin Bankers Asso- 
ciation. Cruise. 

August 12-14—A. B. A. Pacific Coast- 
Rocky Mountain Trust Conference. 
Portland, Oregon. 

September 9—Delaware Bankers Asso- 
ciation. Henlopen Hotel, Rehoboth. 

September 9-10—Maine Savings Bank 
Association. Place not yet selected. 

September 16-18—Massachusetts Sav- 
ings Banks Association. New Ocean 
House, Swampscott. 

October 20-22—Savings Bank Associa- 
tion of New York. The Greenbrier, 
White Sulphur Springs, W. Va. 
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GENERAL 

April 18-21—Spring meeting, Ameri- 
can Bankers Association, Executive 
Council, Arlington Hotel, Hot 
Springs, Ark. 

April 26-28—Reserve City Bankers As- 
sociation. The Greenbrier, White 
Sulphur Springs, W. Va. 

April 28-30—National Association of 
Mutual Savings Banks. Waldorf 
Astoria Hotel, New York. 

May 6-8—National Safe Deposit Con- 
vention. Willard Hotel, Washington, 
D. C. 

May 13-15—Third Annual Institute, 
American Industrial Bankers Asso- 
ciation. Auditorium, Chamber of 
Commerce, Fort Wayne, Ind. 

June 7-11—American Institute of Bank- 
ing. Hotel Lowry, St. Paul, Minn. 

September 13-16—Financial Advertis- 
ers Association. Syracuse, N. Y. 

October 11-14—American Bankers As- 
sociation. Statler Hotel, Boston, 
Mass. 


Personal 


q A. E. Arscott recently succeeded S. H. 
Logan as general manager of The 
Canadian Bank of Commerce, following 
the latter’s elevation to the presidency 
of the bank when Sir John Aird retired 
after fifty-eight years’ service. Mr. 
Arscott is eminently fitted for his re- 
sponsible post. A native of Walkerton, 
Ont., he entered the Canadian Bank of 
Commerce at that point in 1905. He 
served in a number of branches in On- 
tario and Quebec, including some of 
the pioneer branches in the mining 
country. In 1919 he was appointed an 
assistant inspector at the head office and 
the following year assistant manager 
at Ottawa where he remained until 
February, 1922, when he was trans- 
ferred to the Toronto branch as assist- 
ant manager. In January, 1929, he was 


appointed an assistant general manager 
at head office. 


€ William H. Kniffin, vice-president and 
trust officer of the Bank of Rockville 
Centre Trust Company, Rockville 
Centre, N. Y., was recently elected a 


A. E. ARSCOTT 


General Manager, Canadian Bank of 
Commerce 


director of the Long Island branch of 
New York University. 


G Oliver J. Troster, retiring president 
of the New York Security Dealers Asso- 
ciation, was given a testimonial dinner 
on March 10 at the Waldorf-Astoria in 
New York. Mr. Troster is a member 
of the firm of Hoit, Rose & Troster and 
has been president of the association 
for several terms. He will be succeeded 
by Frank Dunne of Dunne & Company. 


q Edward J. Olson has been appointed 
assistant sales manager of the Diebold 
Safe & Lock Company, Canton, Ohio. 
Mr. Olson has been with the company 
for 28 years. 


q Robert M. Hanes, president, Wachovia 
Bank and Trust Company, Winston- 
Salem, N. C., has been unanimously 
endorsed as a candidate for second vice- 
president of the State Bank Division of 
the American Bankers Association by 
the executive committee of the division. 


| Marshall S. Morgan has been elected 
president of the Fidelity-Philadelphia 
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Trust Company succeeding Henry G. 
Brengle who is retiring. He was for- 
merly assistant to William P. Gest, 
chairman of the board. 


q Frank Fuchs, advertising manager of 
the First National Bank in St. Louis, 
has been elected an assistant cashier. 
He will spend the major part of his 
time traveling and making new contacts 
for the bank. M. E. Holderness, vice- 
president, who has been in charge of 
publicity, will take over the former 


duties of Mr. Fuchs. 


G Malcolm C. Engstrom, vice-president 
and comptroller of the Morris Plan 
Bank of Virginia, has been elected a 
member of the board of trustees of 
Roanoke College, Salem, Va. He also 
was recently elected to the board of 
directors of The Family Service Society 
of Richmond, Va., the largest charitable 
institution in the Richmond Community 


Fund. 


q The following official staff changes 
have been announced by Walter E. 
Henley, president of the Birmingham 
Trust and Savings Company, Birming- 
ham, Ala.: 

William H. Manly, associated with 
the bank since 1895, and for a number 
of years a vice-president, has been pro- 
moted to senior vice-president. 

Maclin F. Smith, for 17 years trust 
officer, was promoted to the position of 
vice-president, and retains his former 
title of trust officer. 

Malcolm A. Smith and J. B. Haslam, 
formerly assistant cashiers, were pro- 
moted to vice-presidents. 

J. Marbury Rainer and Robert M. 


Stiles were made assistant cashiers. 


q The following staff changes in the 
Bankers Trust Company, New York, 
have recently been announced: J. D. 
McLanahan, formerly assistant trust 
officer, has been appointed a trust offi- 
cer. J. P. Coleman has been appointed 
assistant treasurer. G. H. Hayes has 
been appointed assistant secretary. 
C. C. Gardner has resigned as treasurer 
and has been appointed assistant vice- 
president. Julius Paul, formerly assist- 
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ant vice-president, has been appointed 
treasurer. W. W. Vialls, formerly as. 
sistant treasurer, has been appointed 
assistant vice-president. E. G. Farrell 
has been appointed assistant treasurer, 


qT. Jefferson Coolidge, chairman of 
the board, Old Colony Trust Company, 
Boston, has been appointed a member 
of the Commerce and Marine Commis- 
sion of the A. B. A. .to succeed E. J. 
Weiser, president, First National Bank 
and Trust Company, Fargo, N. D., de- 
ceased. 


q William Powers, advertising and 
public relations manager of the Na- 
tional Bank of Detroit, has been ap- 
pointed as assistant cashier of that bank. 
In 1915, Mr. Powers entered the bank- 
ing business as a messenger at the 
Peoples State Bank of Detroit. His 
career since that time has been one of 
consistent progress. In addition to 
committee activities for the Michigan 
Bankers Association, Mr. Powers has 
been an A. I. B. instructor for eight 
years and is a past president of the 
local A. I. B. chapter. 


Associations 


q L. F. Scarboro, secretary-treasurer of 
the Colorado Bankers Association, has 
announced 100 per cent. membership in 
the association for the tenth consecutive 
year. There are a total of 161 banks 
in Colorado all of which have signified 
their intention of maintaining member- 
ship in the association during 1937. 
It is believed that this is the first time 
any state in the country has had a 100 
per cent. membership for so many 
years. 


q F. Travis Coxe, assistant secretary of 
the Fidelity-Philadelphia Trust Com- 
pany, has been elected president of the 
Pennsylvania Safe Deposit Association. 

The Eastern group of the State Asso- 
ciation elected the following officers for 
the year: W. F. Glasgow, Corn Ex- 
change National Bank and Trust Com- 
pany, president; J. H. Strong, Mitten 
Bank and Trust Company, vice-presi- 


dent, and A. W. Reinhold, Western Sav- 
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ings Fund Society, and 


treasurer. 


secretary 


Anniversaries 


@Herbert E. Taylor, treasurer of the 
ramingham Trust Company, Framing- 
ham, Mass., completed twenty-five years 
, with that bank on March 1. He began 
his banking career as a messenger on 
March 1, 1912, when the Framingham 


Trust was less than a year old. 


q The First National Bank of Pullman, 
Wash., will celebrate its 50th anniver- 
sary on June 10, 1937. 


q The Peoples Bank of Haverstraw has 
published a 16-page booklet in com- 
memoration of its 50th anniversary. 
The bank started in 1887 with a capital 
of $50,000. 


Bank Stocks 


q New York City bank stocks again 
reached new high levels during Febru- 
ary, according to Hoit, Rose & Troster. 
The weighted average of 17 leading is- 
sues opened February 1 at 74.05 and 
reached the new 1937 high of 80.67 on 
February 15. These are the highest 
levels since September 10, 1931, and 
compare with the former 1937 high of 
74.19 on January 25 and 1936 high 
of 68.48 on August 7. After their 29 
per cent. rise since January 2, the list 
ran into profit taking and closed 
February 27 at 76.34, which, however, 


was a gain of about 214 points for the 
month. 


Branch and Group Banking 

{|George F. Rand, president of the 
Marine Midland Corporation, Buffalo, 
N. Y., announced on February 25 that 
four banks in Elmira, N. Y., and ad- 


jacent’ communities had agreed to 
recommend exchange of stock in their 
companies for stock of the Marine Mid- 
land Corporation. The banks: First 
National Bank and Trust Company of 
Elmira, the Citizens National Bank of 
Waverly, the First National Bank of 
Horseheads and the Watkins State Bank 
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of Watkins Glen. The combined re- 
sources of these banks aggregate $19,- 
000,000. 


@ Chairman Eccles of the Federal Re- 
serve Board stated his position on 
branch banking before the House Bank- 
ing and Currency Committee on Febru- 
ary 18 as follows: 

“My position on branch banking is 
well known. [I still feel as strongly as 
I did two years ago, that a limited 
branch banking development is not only 
desirable in the public interest as well 
as in the interest of the little bank, but 
it is inevitable. 

“I would not be in favor of per- 
mitting branch banking in a community 
which already had adequate banking 
facilities.” 


q The Barnett National Bank of Fort 
Lauderdale, Fla., opened for business 
on March 17 with a capital of $100,000 
and surplus and undivided profits of 
$25,000. It is the fifth affiliate of the 
Barnett National Bank of Jacksonville 
which celebrates its 60th anniversary 
this year. Donald M. Barnett, execu- 
tive vice-president of the Barnett Na- 
tional Bank of Jacksonville, was chosen 
president. 


Bank Buildings 


@ The Farmers and Mechanics National 
Bank of Frederick, Maryland, has re- 
occupied its building after extensive 
alterations to both the interior and ex- 
terior. See illustration on page 364. 
The alterations which were planned and 
carried out by the Tilghman Moyer 
Company of Allentown, Pa., have made 
the building virtually a new one. The 
old exterior has been replaced by one 
of limestone and aluminum, and the in- 
terior practically rebuilt. 

Open offices, where the vice-presi- 
dents are located, are placed at each side 
of the entrance doorway. Adjoining 
one of them is a private office or con- 
ference room. Back of these offices the 
banking screen encloses three sides of 
the public lobby. 

The screen is of Italian marble and 
walnut, and contains ten bronze wickets. 
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Views of the Farmers and Mechanics National Bank, Frederick, Md., before and after 
recent remodeling by the Tilghman Moyer Company of Allentown, Pa. 


In the lobby are two check desks of 
the same materials. The counter work 
back of the screen is of furniture steel. 


The dominant feature of the banking 
room is the vault front of polished steel, 
fifteen feet wide and nine feet high. In 
this is set a sixteen inch vault door of 
the most modern design. The vault is 
lined with steel and the bank has in- 
stalled six hundred additional safe de- 
posit boxes to take care of its increasing 
business. The rear portion of the vault 
contains twelve money and _ security 
chests. 

Adjoining the vault are four coupon 
booths and a committee room, and at 
the opposite side of the vault a large 
posting room segregates the noise of 
the machines from the banking room. 
Opening from the posting room is a 
fireproof book vault. ; 

The public lobby has a floor of ter- 
razzo, in two shades of green, with a 
black border. Painted decorations add 
to the beauty of the banking room. New 
furniture, rugs and window draperies 
have been installed throughout. The 
second floor contains a meeting room 
for the board of directors, additional 


working space, and room for future ex: 
pansion. 

The officers of the bank are F. L. 
Stoner, president; C. A. Gilson, vice- 
president; B. L. Shuff, vice-president 
and trust officer, and N. W. Schley, 
cashier. 


q The Rockefeller Center branch of the 
East River Savings Bank, New York, 
opened on March 15. The new office 
is in the southwest corner of the Inter- 
national Building, with its main en- 
trance on 50th street. To overcome the 
many existing breaks of the interior, 
the: architects, Reinhard & Hofmeister. 
designed a segment of an arc for the 
tellers’ desks and work space. 

The entire wall surface of the public 
space is finished in flush paneled teak 
wood, and the floor is of black terrazzo 
with white metal strips following the 
curve of the arc. The tellers’ wickets 
are constructed of stainless steel with 
glass panels. Over the work space is 
a mezzanine containing a lounge and 
record rooms. In the public space on 
the outside of the arc, space is provided 
for officers and the service department 
staff. 
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Air conditioning will be provided 
throughout the public space and in all 
rooms on the mezzanine floor over the 
work space. The office will replace the 
present quarters of a branch at 204 
East 116th street, formerly a branch 
of the Italian Savings Bank which 
merged with the East River Savings 
Bank in 1932 . 


q Banks in all parts of the country are 
improving and remodeling their quar- 
ters and in some cases erecting new 
buildings. Some operations of this 
nature recently reported follow: 


In Americus, Ga., the Bank of Com- 
merce is planning to remodel and en- 
large its building. Wade Manufactur- 
ing Company of Charlotte, N. C., has 
the contract. 


q At Bayside, L. I., N. Y., the Bayside 
National Bank is planning to erect a 
new building. Harold Carlson is the 
architect and the William L. Crow Con- 
struction Company has been awarded 
the contract. 


q At Brooklyn, N. Y., the Fulton Sav- 
ings Bank is planning to demolish its 
nine-story building at 375 Fulton Street 
and erect a new and completely modern 
building in its place. DeYoung & Mos- 
cowitz are the architects. 


q At Berryville, Ark., the First Na- 
tional Bank is installing new fixtures 
and redecorating the bank’s interior. 


q At Confluence, Pa., the First National 
Bank has voted to remodel and enlarge 
its present quarters. The Tilghman 
Moyer Company, Allentown, Pa., have 
been employed to do the work. 


qAt Conneaut, Ohio, the Citizens 
Banking and Savings Company is re- 
modeling its vault to provide better ac- 


commodations for its safe deposit cus- 
tomers. 


At Darien, Conn., the Home Bank 
and Trust Company has voted to re- 
model and enlarge its present banking 


quarters. The Tilghman Moyer Com- 
pany of Allentown, Pa., have been em- 
ployed to do the work. 
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q At Cochran, Ga., the State Bank of 
Cochran is planning to remodel the in- 
terior of its building and install a mod- 
ern vault. 


q At Denton, Md., the Peoples Bank of 
Denton is planning to erect a new brick 
building. 


q At Danville, Ky., work has begun on 
the new Farmers National Bank Build- 
ing. H. A. Churchill & Associates, Inc., 
of Lexington, Ky., are the architects. 


q At Elkin, N. C., the Bank of Elkin 
has acquired the building of the closed 
Elkin National Bank which will be ex- 
tensively remodeled for the use of the 


Bank of Elkin. 


q At Hartford, Conn., the Capitol Na- 
tional Bank and Trust Company _ is 
planning to remodel and expand its 
quarters at a cost of $35,000. The archi- 
tects are Hutchison, French & Company 
of Boston and the general contract has 
been awarded to Richard Johnson & 
Company. 


gq At Houston, Tex., the San Jacinto 
National Bank is planning to add two 
stories to its building. J. W. Northrop, 
Jr., is the architect. 


q At Helena, Ark., the Phillips Na- 
tional Bank of Helena is planning the 
erection of a new building. 


q At Kansas City, Mo., the City Na- 
tional Bank and Trust Company is 
planning to expand its banking facil- 
ities. giving the bank four floors for its 
own use in the building it now occupies. 


q At Memphis, Tenn., the Union Plant- 
ers National Bank has completed a 
$150,000 addition to its quarters giving’ 
that bank more than double the floor 
space formerly occupied. 


q At Marquette, Mich., the Union Na- 
tional Bank has completed a $45,000 
remodeling job giving it more than 
double its former banking area. 


q At Minneapolis, Minn., the Fifth 
Northwestern National Bank has com- 
pleted a remodeling and expansion pro- 
gram which doubles the size of its quar- 
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ters at 3006 Hennepin Avenue. The 
bank has just celebrated its tenth anni- 
versary. 


gq At New York City, the American Sav- 
ings Bank has just purchased the five- 
story building at 127 West 42nd Street 
which is assessed at $465,000 and leased 
until 1940 to the John David Stores. 
At the expiration of the lease the bank 
will remodel the structure into a bank 
building. 


q At Nashville, Ga., the United Bank- 
ing Company is planning to remodel 
and enlarge its building. 


q At Newton, N. C., the Farmers and 
Merchants Bank is planning an expan- 
sion program. 


q At Onaga, Kan., the First National 
Bank is expanding its safe deposit box 
facilities. 


g At San Antonio, Tex., the National 
Bank of Commerce is working on an 
expansion program. 


q At San Bernardino, Calif., the Citi- 
zens National Trust and Savings Bank 
has ‘opened its new $250,000 building. 


q At Toronto, Canada, building opera- 
tions will be started soon for the new 
head office building of the Bank of 
Canada. 


q At Texas City, Tex., the Texas City 
National Bank plans to erect a new 
$30,000 home. The contract has been 
awarded to the St. Louis Bank Build- 
ing and Equipment Company. 


q At Victoria, Tex., the Victoria Na- 
tional Bank plans to start shortly a 
complete remodeling job on its build- 
ing both interior and exterior. 


q At Wilmington, Del., work has been 
begun on extensive alterations to the 
Union National Bank’s building. 


Capital Structure 


q As provided in the certificate author- 
izing the issuance of its convertible pre- 
ferred stock, the Manufacturers Trust 
Company, New York, has held its first 


drawing by lot of 7075 shares of the 
company’s preferred stock for redemp- 
tion on March 31, 1937, at $53 per 
share and the accumulated dividend 
from January 16, 1937, to the redemp- 
tion date. The certificate authorizing 
the stock provides for setting aside into 
a preferred stock sinking fund of $750,- 
000 by February 1 of each year here. 
after, but only $375,000 is required to 
be set aside as of February 1 this year. 
The present redemption is being taken 
care of out of the $375,000 now in the 
sinking fund. 


q The Bank of America N. T. & S. A. 
has declared a semi-annual dividend of 
$2 per share on its 2,000,000 shares 
payable at the rate of $1 per share on 
March 31 and $1 per share on June 30, 
and has voted also to add $900,000 to 
surplus, increasing it to $35,000,000. 


Deaths 


q Louis E. Sweetland, who since June, 
1929, has been in charge of the safe 
deposit department of the Kendall 
square branch of the Harvard Trust 
Company, Cambridge, Mass., died sud- 
denly on February 23 in his seventy- 
second year. He was highly regarded 
by his associates and had made many 
friends for the bank by his never-failing 
cheerfulness and kindness. 


q William A; Simonson, senior vice- 
president of the National City Bank of 
New York, died suddenly on March 4 
at the age of seventy-two. He had been 
connected with the National City Bank 
since 1890. “No man ever served an 
organization with more devotion and 
singleness of purpose,” said Chairman 
James H. Perkins in a statement issued 
at the time of Mr. Simonson’s death. 


q 0. J. Lord, vice-president and man- 
ager of the Capitol branch of the Na- 
tional Bank of Commerce of Seattle, 
Wash., died on February 12 at the age 


of seventy-three. He was president of 
the national bank division of the Amer- 
ican Bankers Association in 1934. 


q Frank V. Noyes, president of the 


Arlington National Bank, Arlington, 
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Mass., died on February 24 at the age 
of sixty-four. He was one of the 
founders of the bank fifteen years ago. 


QJames C. Burger, vice-president of 
the Denver National Bank died on 
March 2 at the age of seventy-one. 


@ Carroll Pierce, president of the Citi- 
zens National Bank, Alexandria, Va., 
died on March 7 at the age of sixty- 
four. He had been connected with the 
bank since 1904. 


qFrank M. Ransbottom, chairman of 
the board of the First Trust & Savings 
Bank of Zanesville, Ohio, died on Feb- 
ruary 28 at the age of sixty-four. He 
was a director of the Federal Home 
Loan Bank of the Cincinnati district. 


q Thomas Harrison Riley, president of 
the Brunswick Savings Institution of 
Brunswick, Me., died on March 7 at 
the age of seventy-nine. He was one 
of the oldest active bankers in the state. 


G Miss Mina M. Bruere, assistant sec- 
retary of the Central Hanover Bank & 
Trust Company, New York, died on 
March 10 after a brief illness. Miss 
Bruere for a number of years had been 
in active charge of the women’s depart- 
ment in the 42nd street branch of the 
Central Hanover. She was president 
of the National Association of Bank 
Women from 1928 to 1930 and was 
recognized as one of the most experi- 
enced and capable bank women in New 
York. Her brother is Henry Bruere, 
president of the Bowery Savings Bank 
of New York. 


Bank Earnings 


On April 1 the Guaranty Trust Com- 
pany of New York will pay a 3 per 
cent. dividend for the quarter ending 
March 31 to stockholders of record 
March 5, 1937. 


On April 1 the State Street Trust 
Company of Boston will pay a regular 
quarterly dividend of $2 a share to 
stockholders of record March 24. 


€ On April 1 the Chicago Title & Trust 
Company will pay a dividend of $1.50 
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a share out of the quarterly earnings 
of the company to stockholders of 
record at the close of business March 19. 


q A table presenting some comparative 
statements in earnings and expenses of 
all national banks for the year ended 
June 30, 1936, has been prepared by 
the National Bank Division, American 
Bankers Association. 


Bank Equipment 


q For completion not later than July 1, 
the First National Bank & Trust Com- 
pany of Tulsa, Okla., has awarded a 
contract to air-condition its ten-story 
building. 


qThe Union Bank & Trust Company, 
Bethlehem, Pa., is installing a Yeo 
rotary night depository, manufactured 
by the Bank Vault Inspection Com- 
pany. Other recent installations by the 
same company are: The State Bank & 
Trust Company, Greenville, N. C.; The 
Commercial Trust Company, Wilming- 
ton, Del., and the Mercantile Trust & 
Savings Company, Quincy, IIl. 


q The main office of the Old Kent Bank, 
Grand Rapids, Mich., is being air- 
conditioned. 


q@ Allegheny Metal was used for the 
interior finish and the exterior of the 
safe deposit vault recently installed at 
the Farmers Deposit National Bank of 
Pittsburgh. 


Loans 


g Allan C. Stevens, Bar Building, White 
Plains, N. Y., has devised what he terms 
“a simple, unique method for banks 
and other financial institutions to fi- 
nance insurance premiums with safety.” 
The plan is described in a copyrighted 
pamphlet published by the author. 
Briefiy the plan provides for the for- 
mation of a “pool” through which 
banks are protected against loss in ex- 
tending credit to buyers of insurance 
(fire and casualty) thus permitting the 
latter to take advantage of savings from 
longer-term policies. Buyers pay for 
the insurance in monthly installments, 
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the bank advancing the full amount to 
the insurance company. If the buyer 
fails to meet a payment the insurance 
is cancelled and the bank is reimbursed 
by the pool, thus avoiding loss. 


Safe Deposit 


gq A jury in Canton, Ohio, has returned 
a verdict in the full amount in favor of 
Mrs. Helen M. Willis, who sued the 
First National Bank of that city for 
$1000 alleged to have disappeared from 
a safe deposit box she had rented from 
the bank. Mrs. Willis told the jury 
that she visited the bank on November 
25, 1935, when the box she had rented 
contained $1000, but that when she in- 
spected the box last December 6 the 
money was not there. Bank employees 
and officials explained to the jury the 
elaborate precautions taken to protect 
the contents of safety deposit boxes in 
the vault. 


q The Mosler Safe Company has moved 
its New York office from 373 Broadway 
to 320 Fifth avenue where it will occupy 
two floors of the defunct Bank of the 
United States on the northwest corner 
of 32nd street. The new quarters will 
be much larger than those formerly 
used and will be more easily accessible 
to out-of-town clients, since the new 
location is in the Grand Central and 
Pennsylvania Terminal sections. 


q The selection of Washington for the 
1937 convention of the National Safe 
Deposit Association May 6-8 assures 
an unusually large attendance. The 
national capital, always a Mecca to 
patriotic Americans, is most beautiful 
at that season and the recently com- 
pleted $50,000,000 building program 
has transformed the central section of 
the city into a scene unequaled in any 
of the world’s capitals. 

Preparation of a program is in prog- 
ress that will be of exceptional value. 


Interest Rates 


q At a meeting of the directors of the 
Third National Bank & Trust Company, 
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Scranton, Pa., 
cent. to 5 per cent. 


issued: 


the interest rate on com- 7 
mercial loans was lowered from 6 per 
In announcing the © 
reduction the following statement was © 


“In our judgment 5 per cent. diss 9 : 
count on commercial loans is proper | 


under present existing circumstances,” 
The bank has recently cut its interest 


on savings accounts from 2 per cent to : 


114 per cent. 


q An early rise in interest rates ace | 
companied by a fall in the bond market 7 
was recently predicted by Major L. L, 7 


B. Angas, author and investment con- © 


sultant, in an address before the Munic- ~ 


ipal Bond Club of New York. 


q At a conference with State Banking 4 
the 
Banking Advisory Board of New Jersey © 


Commissioner Carl K. Withers 
recommended that in localities where a 
2 per cent. interest rate on savings ac- 
counts and time deposits would be bur- 
densome to the banks there should be 
a reduction. 


The change could be made by clear- 


ing house action or agreement among ~ 


the local bankers 
duced return,” 


“to conform to re- 
it was pointed out. 


In a resolution the board noted that © 


returns on investments in which such 


ag 
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funds may be placed safely “have con- ~ 


tinued to decline” and said ‘ 


‘there is a © 


growing demand for a further reduc. | q 


tion in the maximum rate of interest.” 


Changes 


q The Central Farmers Trust Companjal 
of West Palm Beach, Fla., has been ~ 
consolidated with the West Palm Beach 
Atlantic National Bank as of the close © 


of business February 6. 
merger the latter’s statement reveals © 
total assets of $8,896,286.62. The West | 


After the 7 


Palm Beach Atlantic National Bank is” 5 
affiliated with the Atlantic National 7 


Bank of Jacksonville, Fla. 
ant increase in size and added facilities © 
is expected to enable the bank to better 


serve its patrons and aid in the ever 


increasing commercial, industrial and 


agricultural activities a its community 


The result-~ 





